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NATIONAL POLICY AND ISSUES 


JOURNAL REPORTS ON TRANSFORMING RURAL ECONOMIC STRUCTURE 
HK310930 Beijing JINGJI YANJIU in Chinese No 5, 20 May 1986 pp 10-24 


[Economic research report by the Research Group on China's Rural Development: 
"On the Transfromation of National Economic Structure--Macroeconomic Environ- 
ment of Rural Development in the New Stage" passages within slantlines published 
underlined |] 


[Author's note: First drafted in January and finalized in April 1986, this re- 
port was written by Zhou Qiren [0719 0366 0088], Du Ying [2629 7751] and Qiu 
Jicheng [6726 4949 2052], Chen Xiwen [7115 6932 2429], Gao Xiaomeng [7559 1420 
5536], Deng Yingtao [6772 5291 3221], Bai Nansheng [4101 0589 3932], Liu Hong 
[0491 4767], and Ran Mingquan [0373 2494 3123] took part in discussing the 
final draft. Song Guoqing [1345 0948 7230], Hao Yisheng [6787 0001 3932], Yang 
Mu [2799 3092], Wang Xiaolu [3769 2556 7627] and Ding Ningning [0002 1337 1337} 
suggested important revisions, The Research Group on China's Rural Development 
has now beea expanded into an institute, but is still direcily under the Rural 
Policy Research Office of the CPC Central Committee Secretariat and the State 
Council Rural Development Research Center] 


[Text] 1. Im the new stage of national economic growth, emphasis will be 
placed on restructuring. (See “The New Stage of National Economic Growth and 
Rural Development" by the Research Group on China's Rural Development, carried 
in JINGJI YANJIU No 7, 1985.) In order to understand the circumstances and 
conditions underlying the new options open to rural development, the policies 
that ought to be taken, and the possible consequences, it is necessary to pro- 
vide a continuous analysis for major changes itn the economic structure, 


It is a general rule that structural changes prompted by economic growth will 
almost invariably lead to profound changes in all important economic processes, 
economic variables and their inter-relationships. Structural changes have dif- 
ferent features at different income levels. Thus, structural analysis cannot 
but touch on the numerous and complicated aspects of the economy. For easier 
understanding, this report will first describe the drop in the proportion of 
agriculture in the national economy, the most notable trend in the allocation 
of economic resources in the course of restructuring during the new stage of 
growth, 


Part one--Drop in the Share of Agriculture: The Mainstream of Restructuring in 
the New Stage of Economic Growth 











2. The drop in the share of agriculture, that is the drop in the proportion of 
agriculture in the national economy following the deepening of the industrial 
revolution, has long been noted. (See Note 6. Sources of materials consulted 
are listed at the end of this report.) In the evolution from a low income level 
to a moderately well-off level, in particular. the drop in the share of agricul- 
ture is undisputably precise and obvious in statistical terms. 


World development indicators show that in all low-income countries, the propor- 
tion of agricultural output value in gross domestic product (GDP) dropped from 
49 percent in 1960 to 37 percent in 1980, while the proportion of agricultural 
employment dropped from 77 to 72 percent. The drop in these two indicators in 
the lower-middle income countries was slightly bigger, at 14 and 15 percent re- 
spectively. (See Note 5, pp 222, 258) 


3. The drop in the share of agriculture in the course of attaining a moder- 
ately well-off level is more closely related to growth in per-capita gross na- 
tional product (GNP) than to chunges in other aspects of the economic structure. 
For this reason, it can more precisely reflect the extent of transformation in 
the economic structure of a country. According to “Patterns of Development" 

by H. Chenery and M, Syrquin, when per capita GNP is between $100 and $1000, the 
fall in the share of food consumption is most conspicuous, correlation between 
such fall and changes in the income level is highest (the coefficient of deter- 
mination is 0.82), and so is the degree of intercountry uniformity. It is pre- 
cisely this drop in the share of food consumption that usually leads to the 
following changes in some other variables of the /demand structure/: A fall in 
the proportion of private consumption (with non-food consumption going up) and 

a rise in the proportion of accumulation. When the /production structure/ re- 
sponds to changes in the [word indistinct] structure, the fall in the shares of 
primary production and employment is more conspicuous that changes in the shares 
of manufactures and services, correlation between such falls and changes in in- 
come is highest (the coefficient of determination heing 0.75 in hoth cases), 

and disparities between countries are minimal. Moreover, the share of primary 
products in total imports and exports in the /trade structure/ also drops 
notably. As for structural changes in other aspects, such as education, urbant- 
zation, demographic changes and the distribution of income in society, although 
they are all related to changes in per capita income, and are the causes and 
effects of changes in "demand--production--trade" discussed above, the degree of 
correlation is low and the degree of non-uniformity between countries is high, 
(See Note 2) Thus, we may, when observing changes in the national economic 
structure from the angle of the industrial structure, consider the fall in the 
share of agriculture as the most sensitive variable of economic structural 
changes in the transition to a moderately well-off level, 


4. To date, China still retains the most obvious characteristic of Low-income 
countries--an excessive share of agriculture. 


Figure 1: The Shares of Agricultural Output Value and Income in China (1952- 
1984) [Figure 1 is a two-line graph (lines A and B) plotting percentage (0-70) 
against time (1952-1984) showing: 
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Line A--Share of agricultural income in national income. 
Line B--Share of agricultural output value in gross social output value. 


The source given is: "China Statistical Yearbook, 1985" pp 23, 35] 


Figure 1 shows the following characteristics in changes in the share of agri- 
culture in China: 


1) The fall of the share of agriculture in gross social output value and in 
the national income between 1953 and 1984 is very small, the annual drop being 
1.4 percent and 0.8 percent respectively. 


2) The falling trend is not a continuous one. On the whole, two falls (1953- 
1960 and 1968-1978) alternate with two rises (1961-1968 and 1978-1984). 


3) The lowest points in the share of agriculture, namely 1960 and 1978, coin- 
cide with the years of poorest economic performance in China. 


4) The degree of correlation between the fall in the shares of agricultural 
output value, and income and the rise in the levels of gross social output 
value, national income and per capita national income is very low (the coeffici- 
ent of determination being 0.34, 0.16 and 0.19 respectively). Moreover, the 
rate of increase of gross social output value and national income invariably 
/falls/ and per capita income invariably /drops/ a year or two after each con- 
tinuous fall in the share of agriculture. (See Note 18, pp 22 and 23) 


This special movement of the f12ll in the share of agriculture can only be fully 
understood if we bear in mind the following: 


In the 26 years between 1952 and 1978, the shares of China's agricultural p«pu- 
lation and agricultural labor force remained remarkable stable: The percentage 
of the rural population in the total population dropped from 87.5 percent to 
82.1 percent, the average annual drop being a mere 0.25 percent. The percen- 
tage of the agricultural labor force in the total population dropped slightly 
from 31.7 percent to 31.5 percent; the ratio of the agricultural Labor force to 
social labor force dropped from 88 percent to 76.1 percent, the averege annual 
drop being only 0.56 percent. (see Figure 2). In 1979, the ratio of China's 
agricultural to non-agricultural population (49 to 10) still remained at roughly 
the same level as in 1952, (Sez Note 4, p 132) 


Figure 2: The Shares of China's Agricultural Labor Force and Population (1952- 
1984). [Figure 2 is a three-line graph (lines C, D and E) plotting percentage 
(0-90) against time (1952-1984) showing: 
































Line C--Share of agricultural laborers in total laborers. 
Line D--Share of agricultural population in total population. 
Line E--Share of agricultural laborers in rural population. 


The source given is: "China Statistical Yearbook, 1984" pp 81, 107, 109] 


By superimposing Figure 1 on Figure 2, one can easily discover that the fall in 
the shares of agricultural output value and income before 1978 /invariably 
occurred under the condition where the shares of agricultural population and 
employment remained basically unchanged./ This not only led to a drop in 
agricultural productivity but prevented overall social productivity from going 
up. 


The situation changed after 1979. The share of agricultural population dropped 
to 68.1 percent in 1984 from the steady 80 plus percent since the late 1970s. 
(See Note 3, pp 23, 35) The fall in agricultural employment notably accelerated. 
It is estimated that the share of the agricultural labor force fell by more than 
2 percent annually over these 5 years, nearly 4 times the average rate of fall 
in the preceeding 26 years. It is interesting to note that during this period, 
the shares of agricultural output value and income were /on the increase year 
after year/. (After 1970, however, the difference between list price and mar- 
ket price began to narrow, meaning that the real price of agricultural products 
was on the decline. If measured in real price terms, the share of agriculture 
might be falling after 1980. Because this method of analysis involves the 
correction of price distortions in relation to products of other economic sec- 
tors, statistics are still adhered to here.) In 1984, the share of agriculture 
in gross social output value increased by 6 percentage points compared with 1978 
(with agriculture, animal husbandry and fishery going up by 3.3 percentage 
points and cultivation by 2 percentage points). This shows that agricultural 
productivity has gone up and given a tremendous boost to economic growth. The 
new problem lies in the fact that the rise in the share of agricultural output 
value cannot continue indefinitely because, once beyond the critical point of 
sufficiency, the share of consumption demand for agricultural products in total 
social demands will unavoidably fall. 


5. If we further look into the causes for the abnormalities in the fall of 
the share of agriculture in China, we may discover some of the factors that 
inhibit normal changes. 


First, as a direct result of prolonged high accumulation at a low income level, 
the share of consumption for personal disposal is on the low side. In 1960 the 
proportion was 76 percent, 6 percentage points lower than the mean value of 
other low income nations; in 1982, it was 70 percent, 16 percentage points below 








other low income nations (about 20 percentage points, after the correction for 
price deviations). (See Note 5, p 226) The low level of consumption and its 

low rate of growth keeps the proportion of food consumption high and makes it 

quite impossible to drop substantially. 


Second, guaranteeing the people's basic needs under conditions of low income 
has become China's unique mode of expenditure: Among the urban population, a 
fairly large part of residents’ personal consumption is expended, not by the 
individuals themselves, but in the form of public consumption and different 
kinds of subsidies (plus rations). Thus, some not-for-sale items are practic- 
ally without substitution elasticity or income elasticity in relation to per- 
sonal expenditure. (Take urban housing for example: Per capita rent after 
the deduction of workers’ livelihood consumer price index only increased by 

an average annual rate of 0.24 percent between the years 1957 and 1983). Some 
consumption goods such as food, whose prices were distorted by subsidies, 

were in a state of perpetual shortage because on the one hand they discouraged 
supply and on the cther hand encouraged consumption growth. Among the rural 
population, the proportion of self-sufficiency in consumption is exceedingly 
high. In particular, food consumption relied mainly on se’f provision, In 
short, the amount of monetary expenditure at the disposal of the urban and 
rural population was very small, and consumer's rights of self-determination 
were very limited. 


The combination of the two factors discussed above produced 2 very abnormal 
phenomenon: The "[word indistinct] Coefficient" remains high after per capita 
national income has gone up. (See note 5, p 464) 


6. On the other hand, the non-agricultural sector has little ability to take 
in the transfer of the agricultural labor force and cannot fully stimulate the 
transfer and flow of the agricultural population to the non-agricultural sector. 


This is primarily determined by a series of historical factors, particularly 
factors of demographic structure, although the choice of development strategy 
and economic structure has added to its adverse effects. Between the 1950s and 
1970s, the rate of nonagricultural employment in society gradually dropped. 
The cities and large industries were as yet unable to absorb the surplus rural 
labor force because their own employment burden was heavy enough as it was. 

In 1979, among the urban newly employed, 708,000 people, or 7.8 percent, came 
from rural areas. In 1983, the number was registered as 682,000, or 10.9 per- 
cent. In 1984, the proportion once rose to 17 percent, but still the absolute 
figure was only 1,230,000 (See Note 10, p 235) The absolute number of China's 
agricultural working population still amounted to 325 million, nearly double 
the 1952 figure. (See Note 10, p 213) 


Most serious of all is that even the spontaneous transfer of peasants to the 
non-agricultural sector (selling handicrafts, doing ocd jobs, engaging in in- 
dustrial work, doing business) when all hopes of state recruitment have gone, 
has long been suppressed. The peasants are firmly tied to their native soil 
by the systems of household registratiou, ration and employment, and the con- 
tinuous criticism of the so-called "spontaneous forces of small production" 
(a term which has practically become the synonym for all non-agricultural 











employment and non-agricultural income). This artificial restriction on the 
transfer and movement of the rural labor force was initially devised to force 
down the cost of agricultural labor and ensure the fulfillment of the set 
strategic goals under the special mode of accumulation. However, because of 
the mistakes in the choice of economic structural pattern, these factors of 
constraint became economic orders and rules that lag a long way behind a-i led 
to the abnormal form of the falling trend in the share of agriculture. This 
has even given cause to a very deeji-rooted prejudice: A peasant's duty is to 
provide food and raw materials for the country's industrialization and any other 


occupational ventures on the economic structure and on economic policies can still 


be felt today. 


7. It appears that China's structural productivity is well hidden behind a 
very strong an hard strictural casing. Whether or not we can effectively 
narrow the gap between us, and the progress of world modernization depends to a 
very large extent on whether or not we can find the strength and the right his- 
toric moment to “shell” the touch casing. 


The situation since 1979 has been very encouraging: The proporation of resi- 
dents’ consumption inthe national income is or ine rise; the reform of the 
pricing and subsidy systems has paved the way for the further use of money by 
urban and rural residents in paying their livelihood expenses; the production 
of various consumer goods has gone up by a big margin; new spheres of consump- 
tion have been opened; industry, commerce and services under various forms of 
ownership have thrived in the urban and rural areas; and constraints on the 
movement and reorganization of essential factors of productioc.. in the country- 
side are being smashed one by one. All these have struck powerfully at the old 
economic structure and pattern. The termination of the prolonged shortage of 
agricultural products in particular, has initiated a fall in the shares of 
egricultural output value and income. In fact, after making deductions for 
overstocked agricultural products, the trend of a rise in the share of gross 
agricultural output value and income--as a necessary compensation for the lack 
of agricultural products in the past 2 decades and more-<-had stopped since 
1983. The fluctuations in agricultural production (particularly grain produc- 
tion) since 1985 shows that the share of agriculture in gross social output 
value and national income will in line with the law of the commodity econ- 
ony, fall in the same way as the trend of changes in the share of agriculture 
in population and in labor force. 


In short, the trend of a drop in the share of agriculture in our country /is 
changing from an abnormal to a normal state/, which indicates that the produc- 
tive forces of our economic structure are being released on a large scale. 


Part Two--The Coordination of Deviations: Possible Directions for China's 
Economic Restructuring 


8. Fundamentally speaking, while the fall in the share of agriculture is quite 
certain, the prospects of the overall transformation of the national economic 

structure it touches off is still not quite certain. In order to have a better 
grasp of the issue, the following method is used in this report: A comparison 
between the present state of the Chinese structure and the statistically treated 








"standard structure" of other countries (grouped according to scales and income 
levels) at the same income level. 
generality »f statistics, we may understand the obvious features of our exist- 
ing structure, analyze the causes of its ‘ormation and the principal factors 
that effect changes in these features, and study the constraints and possible 
directions for their continued changer at the present starting point. 


Please refer to the following table: 


Chinese Structure When 


Deviations in China's Economic Structure (1981) 


per capita GNP is at 


Tirough this comparison, which bears the 


"Standard Structure" 











Table 1: 

Items of 

Comparison 

1 2 3 4 

1 s 26 0.71 
2 i 25 0.40 
3 f 

4 gr 25 0.64 
5 tr 

6 edexp 

7 schen 21 0.72 
8 i 25 0.40 
9 Cc 31 0.15 
10 g 

ll cf 15 0.82 
12 vp 30 0.75 
13 vm 23 0.71 
14 vu 33 0.32 
15 vs 20 0.30 
16 e 

17 ep 46 0.67 
18 em 139 0.31 
19 es 79 0.21 
20 m 47 0.34 
21 lp 24 C,75 
22 lm 31 0.74 
23 ls 29 0.67 
24 urb 29 0.67 
25 BR 
26 DR 

27 DIST 


$300 (1981) 

5 6 7 

0.294 0.293 0.355 

0.28) 0.282 0.375 

0.013 0.010 

0.277 

0.110 

0.44 

0.893 

0.281 0.292 0.345 

0.636 0.565 0,501 

0.078 0.142 0.144 

0.456 0.364 0.364 

0.421 0.378 0.420 

0.406 0.356 0.260 

0.103 0.102 #£0.151 

0.071 0.184 0.169 

0.041 0.093 

0.019 0.043 

0.022 0.043 
0.001 

0.041 0.081 

0.716 

0.133 

0.152 

0.210 

0.021 

0,006 


8 
$300 


0.135 
0.158 
0.023 
0.153 
0.129 
0.933 
0.375 
0.158 
0.720 
0.137 
0.392 
0.452 
0.149 
0.061 
0.338 
0.195 
0.137 
0.019 
0.031 
0.218 
0.658 
0.091 
0.251 
0.220 
0.449 
0.186 
0.541 


9 
$600 


0.171 
0.188 
0.016 
0.181 
0.153 
0.033 
0.549 
0.188 
0.686 
0.134 
0.319 
0.327 
0.215 
0.172 
0.385 
0.218 
0.136 
0.034 
0.042 
0.234 
0.557 
0.164 
0.279 
0.382 
0.377 
0.135 
0.557 


10 
$900 


0.190 
0.203 
0.012 
0.262 
0.173 
0.034 
0.637 
0.203 
0.667 
0.135 
0.275 
0.266 
0.251 
0.079 
0.403 
0.230 
0.131 
0.04€ 
0.048 
0.243 
0.489 
0.206 
0,304 
0.439 
0.338 
0.114 
0.554 








Deviations between Chinese 
Structure and "Standard 











Items of Structure" and Large Country 
Comparison Large Country Pattern Pattern 
1 2 ll 12 13 14 15 16 
$300 $600 $900 7--8 7--11 7--10 
1 Ss 0.140 0.182 0.199 0.220 0.215 0,165 
2 i 0.157 0.19 0.216 0.187 0.188 0.142 
3 F 0.107 -0.013 -0.007 -0.002 
4 gr 0.133 0.156 0.178 0.124 0.144 0.075 
5 TR -0.019 -0.063 
6 EDEXP 0.011 0.010 
7 SCHEN 0.450 0.591 0.667 0.518 0.443 0.256 
8 I 0.157 0.199 0.216 0.187 0.188 0.142 
9 C 0.768 0.709 0.682 -0.219 -0.267 -0.166 
10 G 0.099 0.109 0.116 0.007 0.045 0.009 
ll Cf -0.028 0.089 
12 Vp 0.458 0.320 0.254 -0.032 -0,.038 0.154 
. 13. Vm 0.171 0.253 0.292 0.111 0,089 0.009 
14 Vu 0.090 0.072 
15 -0.169 -0.234 
16 =€6CE 0.130 0.123 0.123 -0.102 -0.037 -0.137 
17 Ep 0.082 0.062 0.049 -0.094 -0.039 -0.088 
18 Em 0.016 0.029 0.038 0.027 0.030 
19 + Es -0.027 -0.044 
20 M 0.149 0.143 0.142 -0.137 -0.068 -0.162 
21 Lp 0.596 0.493 0.404 0.058 0.141 0.227 
22 Lm 0.215 0,252 0.348 0.042 -0.077 -0.073 
23. —L2 0.190 0.244 0.308 -0.099 -0.015 -0.152 
24 URB -0.010 -0.229 
25 BR -0.425 -0,317 
26 DR -0.180 -0.108 


27 DIST 
Notes on Table 1: 


1. Columns 1 and 2 in the Table refer to the serial numbers of the items of 
comparison and the abbreviations of indexes. They are: 1--Gross domestic 
saving as percentage of GDP; 2--Gross domestic investments as percentage of 

GDP; 3=--Capital inflow (net import of goods and services) as percentage of 

GDP; 4--Government revenue as percentage of GDP; 5--Tax revenue as percentage 

of GDP; 6--Education expenditure by government as percentage of GDP; /7--Primary 
and secondary school enrollment ratio; 8--Same as 2; 9--Private consumption as 
percentage of GDP; 10--Government consumption as percentage of GDP; 11--Food 
consumption as percentage of GDP; 12-—Primary output as percentage of GDP; 
13--Industry output as percentage of GDP; 14--Utilities output as percentage of 
GDP; 15--Services output as percentage of GDP; 16--Exports as percentage of GDP; 
17--Primary exports as percentage of GDP; 18--Manufactured exports as percentage 
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service labor; 24--Urban percentage of total population; 25--Birth rate; 
26--Death rate; 27--Share of highest 20 percent in distribution of income and 
share of lowest 40 percent in distribution of income. (See Note 2, p 9) 


2. Column 3 refers to the standard deviations with relevant items in “Patterns 
of Development" By H. Chenery and M. Syrquin. 


3. Column 4 refers to the correlation coefficient between numerical changes 
for the respective items and changes in the level of per capita GNP, 


4. Column 5-7 refers to data in the Chinese structure, of which Column 5 refers 
to statistics based on the concept of the net value of material products, 

Column 6 refers to numerical values adjusted in accordance with the GDP concept 

of depreciation and services listed under Column 5. Column 7 refers to further 

adjusted price errors. (See Note 8, various tables) 


5. Columns 8-10 refer to the “patterns of development" for 101 countries 
(1950-1970) made by H. Chenery, giving the structural coefficients at $300, 
$600 and $900 per capita GNP levels (all adjusted to 1980 dollar level). 
(See Note 2) 


6. Columns 11-13 refer to statistical regression patterns for 16 large semi- 
industrial countries, giving the structural coefficients at $300, $600 and 
$900 per capita GNP levels (all adjusted to 1980 dollar level. (See Note 2) 


7. Column 14 refers to the difference between Columns 7 and 8, showing the 
structural deviations between China and the "standard structure" at the $300 
per capita level. Where data is not given in Column 7, data provided in 
Columns 5 or 6 is used, 


8. Column 15 refers to the difference between the data cited in columns 7 and 
11, showing the structural deviation between China and the large-country 
pattern at the $300 per capital GNP level. 


9. Column 16 refers to the difference between the data cited in Columns 7 and 
10, showing the structural deviation between China and the “standard structure" 
at the $900 per capita GNP level, 
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pattern" at the $300 level). The proportion of manufacturing, however, is simi- 
lar to that of the middle-income countries (higher by 0.9 percent compared with 
the “standard structure" at the $900 level). Because the proportion of utili- 
ties production is high, the scale of services production seems unusually small 
by comparison (lower by 16.9 and 23.4 percent respectively compared with the 
“standard structure™ at the $300 and $900 levels). 


Seen from the /employment structure,/ the proportions of employment in primary 
production and manufacturing in our country exceed those corresponding countries 
(higher by 5.8 and 4.2 percent respectively compared with the "standard struc- 
ture" at the $300 level, but employment in manufacturing is lower by 8.2 per- 
cent compared with the "large-country pattern" at the $300 per capita level). 
The proportion of employment in services, however, is low (lower by 9.9 percent 
compared with the "standard structure" at the $300 level). 


Seen from the trade structure and other important indexes of socio-eocnomic 
development, the deviations between China and general structures are just as 
conspicuous. 


10. The huge deviations between China and ordinary development patterns, essen- 
tially speaking, are neither caused by the force or historical traditions nor 
by the special constraints of natural resources. The general understanding is 
that China's over-eagerness to attain the goals of national industrialization 
and policy of high accumulation has led to the formation of a heavy-industry 
oriented structure, undercut consumption funds and produced major imbalances 
and serious dis-equilibrium in macroeconomic movements. 


However, there exist examples to the contrary which are incompatible with the 
logic contained in the above criticism. 


For example, Japan is also a country with high accumulation. In 1956 when per 
capita GNP was merely $115 (equivalent to $500 in 1980), the formation rate of 
domestic fixed assets was already as high as 17.6 percent (see Note 1 pp 62, 
64), and investment as a percentage of GDP was 32 percent. In the early 1960s, 
Japan's rate of investment reached 32 percent (all coming from domestic saving). 
In the decade or so that followed, gross domestic investment in Japan grew at 
an average annual growth rate of 14.6 rercent, surpassing the growth rates for 
both GNP and consumption, and constituting the basic driving force of high- 
speed economic grwoth. Even in the early 1980s, Japan's domestic investment as 
a percentage of GDP still stood at 31. Among industries, the share of heavy ' 
and petrochemical industrial production, which had never gone below 40 percent 
since the 1940s, rezched 56.4 percent in 1960, 62.2 percent in 1970 and 61.5 
percent in 1978. This proportion was much higher than that of China's. It may 
even be said that Japan purposely chose a big structural deviation as its de- 
velopment strategy. However, Japan's high accumulation on top of its “heavy- 
industry oriented structure" not only has not undercut consumption but has 
rapidly raised the levels ot national income and consumption. Between 1960 and 
1982, Japan's annual per capita growth rate was registered at 6.1 percent; 
private consumption grew at an average annual rate of 9 percent in the 1960s 
and 4.1 percent in the 1970s, ranking among the leading market-economy indus- 
trial countries of the period in both cases. (See Note 5, p 225). 
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Analyzed from the angle of structure, the secret in Japan's success lies in the 
fact that while purposely choosing a strategy of excessively heavy investment 
and industrial structures, /it also controls the coordination of various other 
economic processes and this big deviation/. For example, back in the days when 
its per capita income was more or less the same as that of China's (1914-1935), 
the proportion of Japan's manufactured exports in its GNP had already risen 
from 7 to 9 percent. Since the 1960s, this proportion has always been kept 

at above 10 percent. Moreover, the proportion of heavy and petrochemcial indus- 
trial goods in Japan's manufactured exports has been steadily going up, being 
registered at 39.7 percent in 1960 and 58.8 percent in 1981. (See Note 5, 

p 237) The heavy export structure matches the heavy investment and industrial 
structures. In short, Japan's success lies not so much in its choice of a 
strategy which puts more weight on the heavy and petrochemical industries but 
in its ability to maintain basic coordination between all economic processes 
and its strategic choice. 


11. Numerous similar examples can be found in post-war economic history. 

It is interesting to note that practically every structural deviation (such as 
low wages, low consumption, heavy foreign debts, light-industry oriented pro- 
duction, heavy-industry oriented production, outward-looking structure and in- 
ward-looking structure) has successful precedents. By comparing the statisti- 
cal observation value of the economic structures of over 100 countries with the 
"standard structure," we have discovered that those countries which have seen a 
rapid growth of per capita GNP also happen to be countries with fairly big de- 
viations in their structural parameters, The structural data of the 12 coun- 
tries which have attained an annual growth rate of 5 percent and above in per 
capita GNP between the years 1960 and 1980 show that no single country has a 
disparity value between its structural indexes and the "standard structure" 
that is below 5 percentage points, but there are five countries which show a 
disparity of over 10 percentage points. This is a convincing indication that 
structural deviation may also bring about high-speed economic growth. 


All successful countries have managed to bring about some kind of coordination 
between their structural deviations. 


The following experience types, in bringing about harmony between structural 
deviations, furnished by countries which have achieved sustained high-speed 
growth, may prove very stimulating in our pondering of this issue: 1) Countries 
with a high proportion of savings and investmeic and a low proportion of con- 
sumption, with resources fai y evenly allocated to various industries and be- 
tween imports and exports (such as Japan); 2) Countries with a low proportion 

of savings and a high proportion of consumption and investment, which chiefly 
rely on manufactured exports to balance capital inflow (such as South Korea); 

3) Countries with a high proportion of accumulation but a low degree of urbani- 
zation, which have then developed capital-intensive manufacturing (Yugoslavia); 
4) Countries where heavy capital inflow and a high degree of urbanization have 
led to the early maturity of services, which in turn results in services exports 
(Jordan); 5) Countries which have attained a fairly high degree of urbanization 
in a situation where private consumption is low and consequently capital inflow 
is small and the rate of domestic investment is low (Brazil). 
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It thus appears that the problem should not be boiled down to whether or not 
the choice of development strategy has brought about structural deviations. 
What is at issue is /whether or not the institutional system, operating mechan- 
ism and maneuvering ability of a country is capable of bringing about better 
coordination between these deviations/ so that ties which are conducive to 
speeding up the creation of wealth in the course of their smooth circulation 
can be established between various aspects of the economic structure. 


12. The crux of China's structural problems lies precisely in the presence of 
acute disharmony between deviations. 


For example, China's manufactured exports have never come within the region of 
5 percent of GNP, and the proportion of heavy manufactured goods in total ex- 
ports have never reached 10 percent. (See Note 5) Thus, the result of high ac- 
cumulation and giving priority to the development of heavy industry--an infla- 
tion in heavy industrial production--has no hope of finding fulitillment in the 
international market and has no way of quickly producing returns and becoming 
a source of acc’mulation, 


Seen from the characteristics of the domestic demand structure, the prolonged 
preservation of a state of affairs where the share of consumption is kept small 
and the rate of growth is kept very low has restricted the residents’ nonfood 
consumption, particularly the growth of durable consumption and of service con- 
sumption. This has led not only to the continued downplaying and even dwindl- 
ing of the consumer and service industries, which have greater employment elas- 
ticity in the production structure, but has aggravated the self-orientation 

of the heavy industrial product mix to an inextricable state. Thus, there is 
disharmony between the deviations in the domestic demand structure and the 
stress on heavy industry in the production structure. This problem becomes 
increasingly more serious in a stage of development when the foundation for in- 
dustrialization has by and large been completed and a change is in order in 
the content of "heavy industry," so much so that it poses a major obstacle to 
the attainment of better economic benefits for society as a whole. 


13. Conventional industrialization theories hold that the ratio of the net 
output value of consumer goods industries to that of capital goods industries 
(that is, the Hoffman coefficient) will drop as industrialization progresses. 
The rise in the share of heavy industry in the industrial structure thus 
appears to be a confirmed rule, and this has produced widespread influence in 
the choice of development strategy by many countries. However, more detailed 
test and study subseqeuntly conducted, indicate that after the initial stage of 
industrialization, the "Hoffman coefficient" will cease to drop; in other words, 
teh share of capital goods will cease to increase. At such a time, the con- 
tinued growth the proportion of "heavy industry” is preconditioned by the rise 
in the share of consumer goods production within the heavy industrial sector. 
For example, in Japan between the years 1955 and 1971, the proportion of the 
metallurgical industry in the manufacturing sector changed from 17.0 percent to 
17.8 percent, that of the chemical industry dropped from 11.0 percent to 

8.0 percent, while that of the machine-building industry rose from 14.8 percent 
to 32.5 percent. The boost for the latter mainly came from automobile and elec- 
trical appliances production (in 1978 the auto production alone accounted for 
31.3 percent of the output value of the machine—building industry). This was 
in keeping with the rise in national income and with changes that had already 
taken place in the structures of residents’ consumption and exports. (See Note 
1l, pp 57-64) 





It can thus be maintained that if China does not turn promptly to the expansion 
of domestic and international industrial goods markets, and establish new 
coordinating links between "income-demand-product mix-resources allocation," not 
only will we be unable to further reorganize the basically completed industria] 
system and give full scope to this system and achieve better industrial per- 
formance, but the deepening of industrialization, that is, the continued rise 

in the proportion of heavy industry with its high rate of added value, will also 
lack sufficient driving force. In the new stage of growth, it is of course 
important that we should reconstruct such infrastructure as energy and transport 
to keep abreast of the above-normal development of manufacturing, but what is 
more important is that we must also /reconstruct coordinating links between the 
demand structure on the one hand and production and trade structures on the 
other/ and devise new modes for running the national economy that make effective 
use of resources. 


14. From the above analysis, we can clearly see that the economic restructuring 
now confronting China does not simply mean that we are going to correct certain 
structural deviations in isolation. Neither is our cardinal choice a one-level 
issue of choosing between "light-industry orientation" and “heavy-industry 
crientation" or between "high accumulation" and “low accumulation." The real 
difficulty is now to, in the presence of above-normal deviations that exist in 
the flanks of our structures of accumulation, consumption, investment, produc- 
tion, employment, distribution, trade, and so on, establish new economic pro- 
cesses that can bring about the most essential coordination between these de- 
viations in the transition to the moderately well-off level. 


Part Three--The Constraints Confronting the Coordination Strategy and the Way 
Out 


15. Should China follow the logic of standard structural changes and substan- 
tially correct the existing deviations so as to return to the “standard state" 

at the $300 per capita GNP level, and then expect it to reach a moderately well- 
off level through the "standard transformation process," thereby laying the foun- 
dations for a new structure? We are forbidden by reality to make such a choice, 
because in the near and intermediate future the following two situations are, 

to a large extent, given: 


1) /It is difficult to substantially reduce investment and consumption./ This 
is not only because the huge investment accumulated over the yeas is confronted 
with large-scale technological transformation, but also because the direction 

of investment hitherto neglected but at the same time having lead significance-- 
infrastructure construction which usually requires substantial investment-- 
badly needs making up. Moreover, new investment is needed to satisfy the new 
consumption trend. If we substantially reduce investment inspite of everything, 
we might adversely affect China's efforts to develop into a middle-income country. 


2) /It is difficult to enlarge net capital inflow./ Because large countries 
have sufficiently large domestic markets, the degree of their openness (that 
is, the volume of import/export trade as a percentage of GNP) is usually quite 
low. Statistical data show that at the $300 per capita GNP level, the degree 
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of openness of large countries is 13.4 percent lower compared with the "stan- 
dard pattern"; and at the $900 per capita GNP level, 20.8 percent lower. 
Moreover, be it the standard structure or the large-country pattern sustained 
foreign trade deficits invariably occur in the transition from a low income 
level to a middle income level. These two factors cannot but have their 
effects on China. The fact is, China's degree of openness in the past was 

10.5 percent lower in comparison with the large-country pattern. Of course 

we cannot thus maintain that foreign trade can only produce a smali impact 

on China's future economic pattern forever, Nevertheless, granting that 
China's manufactured exports could increase at an annual growth rate of between 
13 and 14 percent and would account for °0 percent of GNP at the $800 per 
capita GNP level (only around 3 percent at the moment), they would chiefly 

be used to break the ossified relationship between domestic demand and supply, 
or to pay for the possible expanded imports of primary products. There is no 
reason to be over-optimistic about a increase in net capital inflow just be- 
cause foreign debts are introduced on the basis of an appropriate trade deficit. 


If we ignore the two basic constraints discussed above and venture to substan- 
tially reduce the shares of accumulation and investment and increase net capi- 
tal inflow without any restraints, China may have to pay very dearly in its 
economic development in the intermediate future. 


16. This being the case, we will soon discover in our initiative to increase 
the proportion of residents’ consumption along the direction of coordinating 
existing structural deviations that there is actually very little room for 
readjustment in this respect. Other than suitably reducing the proportion of 
residents’ consumption (in the "standard transformation process," the propor- 
tion of public consumption only drops by 0.2 percent points in the $300-$900 
per capita GNP region), it seems that the inertial low share of residents’ con- 
sumption will be maintained to a very large extent. 


The thing is, the small share of residents’ consumption in China as a percen- 
tage of GNP, which is unique and above-normal, has as its foundation the barring 
of the rural residents, who account for 80 percent of the population, from the 
process of industrialization, and the restrictions on the development of the 
commodity economy. Now this foundation is fundamentally shaken. The rapid 

rise in the level of residents’ consumption and the appropriate increase of its 
growth rate cannot be held back, In fact these two factors themselves con- 
stitute ample and necessary conditions for digestion of the existing fruits 

of industrialization, and are stimulants for effective increases in production 
and investment in the new stage of growth. 


It can thus be seen that the difficulty lies in the fact that continuing to 
maintain high accumulation and rapidly increasing residents’ consumption are 
both necessary for maintaining contradiction between accumulation and consump- 
tion is perhaps the eternal contradiction in economic processes. Now it takes 
on concrete content that is closely related to the strategic issue of China at 
the present stage--the coordination of structural deviations. If we follow 
the conventional regulatory method, that is, letting contradictions and con- 
flicts pile up and eventually carry out 3 major readjustment, the shock to 

the national economy will be too great. If we advocate putting stress on the 








service industry as another development option, we may still find ourselves 
faced with latent antagonisms and conflicts in the end. (The economizing of 
funds and the attainment of better benefits which large-scale development of 
services may bring about, are preconditioned by high investment for speeding 
up urbanization. The hidden conflict here is: Efforts to increase the demand 
for services through increasing the share of private consumption, may be ren- 
dered unsuccessful because of a fall in the rate of investment or a slowing 
down in the process of urbanization and infrastructure construction. On the 
other hand, if we rely on a high rate of investment to boost urbanization, the 
demand for services may, in a not-too-short urban construction cycle, appear in- 
adequate because of the suppression of the recovery of the rate of consumption. 
We will have a separate discussion on the correctness or otherwise of this 
view.) Thus, this dilemna confronting the coordination of China's structural 
deviations is not to be slighted. 


17. The special contradictions confronting China's economic restructuring are 
destined to be irresolvable under the conventional economic system and the 
existing mode of resources allocation. 


According to the old structure, the state directly obtains high accumulation in 
the primary distribution of the national income and concentrates spending on 
highly organic heavy industry. The defects of this structure are: The ineffec- 
tive use of funds associated with overconcentralized decisionmaking in invest- 
ment has barred the transfer of more low-income earners to sectors of high pro- 
ductivity, and rendered it impossible to attain full employment in the indus- 
trailization process for a long period of time. This aiso affects the extent 
of exploitation and utilization of other industrial resources, so that despite 
an intensity of manpower mobilization for some resources, the rate of full em- 
ployment for all resources is low. As a fundamental cuase of the long-term 
preservation of the share of low-income residents and the low rate of increase 
in their income, this also results in our inability to enlarge the capacity of 
our domestic market and the deterioration of the market function, with demand 
guiding supply, and so on. On the whole, China's /rarest resources/ (funds, 
technology and trained personnel) have /a very low rate of utilization effici- 
ency/ because the products are never oriented toward the final product market, 
while its /richest resources/ (manpower) are /not well developed/ because they 
cannot be fully channeled into the production and consumption processes. Be- 
tween 1952 and 1981, the input of composite essentials increased at an average 
annual rate of 6.3 percent while added value only increased by 6 percent a year 
on the average and the productivity of composite essentials even dropped by 

0.3 percent annually. (See Note 8) 


18. Our comparison and study shows that only 20 percent of the economic growth 
rate can be explained by changes in the accumulation rate; the rest has to be 
explained by the productivity of composite essentials. Thus, /the character- 
istics of the economic process that shape accumulation and consumption cannot 
but have a decisive effect on economic growth/. 


We have, in the foregoing paragraphs, cited Japan as an example of high uccumu- 
lation. However, the main characteristics of Japan's economic process is that 
individuals and enterprises get the lion's share in the primary distribution of 
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the national income, and cross-society high accumulation is utlimateiy achieved 
through a remarkably high rate of personal savings and the capital strength of 
the enterprises themselves, with a well-developed banking system and a multi- 
tude of investment bodies as intermediaries. Between 1955 and 1970, surplus 
private funds of individuals in Japan totaled nearly 40 billion yen and per 
capita savings rate was between 15 and 20 percent. During the same period, 
per-capita GNP increased from $280 to $1,960, while the per capita monetary 
assets (mainly in the form of bank savings) of the residents increased from $16? 
to $1,880, an increase from 57 percent of per-capita GNP to 96 percent. (See 
Note 14, p 4) The high rate of savings lent support to a sharp increase in 
lon-governmental investment in equipment, and the latter has given a powerful 
boost to the high-speed development of Japan's economy, 


In other words, Japan's high accumulation is the ultimate result of a fairly 
complicated economic process (national income--personal and enterprise income-- 
savings and other monetary links--muiltitudes of investment bodies--high accumu- 
lation). The Japanese process is not only capable of providing more jobs in 
banking and the tertiary industries, increasing the chances of full employment, 
and augmenting incomes engendered from these links (wages, profits and revenue, 
which will in turn boost savings), but has laid a solid foundation within the 
system for improved accumulation and investment efficiency, because the process 
brings social funds into the channel of redistribution which has banks at its 
core. More and more people are actively involved in the process of industriali- 
zation and modernization. Full employment brings about a continuous increase 

in residents’ income, which in turn pushes up the rate of per-capita savings 

and the amount of accumulation and constitutes a kind of continuous self-moti- 
vation. Between 1960 and 1973, the average annual growth rate of the imput of 
composite elements in Japan was 6.4 percent, but the average annual growth rate 
of added value was 10.9 percent and the annual growth of the productivity of com- 
posite essentials also reached 4.5 percent. (See Note 8) Even if the rates of 
accumulation ultimately attained by different economic processes are roughly 

the same, the effects they have on economic development may differ vastly due to 
differences in the efficiency of the utilization of composite elements. 


A revelation gained from this comparison and study is that in our efforts to 
coordinate the structural deviations ia our economy, the fundamental way out 
lies in changing the characteristics of the economic process. 


Part Four--Reform of the Economic Structure and Changes in the Economic Process 


19, An economic process with poor efficiency is not preordained to be un- 
changeable. The mainstream of urban and rural economic restructuring in China 

in recent years has been to rapidly increase total national wealth through chang- 
ing the mode and improving the efficiency of the utilization of resources. In 
the new generating process, the characteristics of our economic process are 
beginning to undergo some important changes. 


To begin with, there is an obvious increase in thy: proportion of income at 

the disposal of individuals in national income. Between 1979 and 1984, the 
average annual rate growth of peasants’ per-capita net income was 17.6 percent, 
while that of per-capita income of families of staff and workers available for 
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living expenses was 11.5 percent. After making deductions for price factors, 
which were registered at 14.8 percent and 8.2 percent respectively, both fared 
better than the annual growth rate of per-capita national income (6.9 percent) 
in the corresponding period. (See Note 10, pp 34, 530, 551) These changes are 
usually summarized as “consumption growth," or referred to by the general term 
"inflation of consumption funds." However, both these terms overlook the fact 
that in present-day conditions, /the personal income of our residents is no 
longer basically equivalent to private consumption/. During these 6 years, 
residents’ per-capita cash income went up by an average 16.3 percent annually, 
surpassing the annual growth rate of per-capita cash expenditure (13.7 percent); 
per-capita purchasing power with year-end surpluses shot up at an annual rate 
of 516 percent, greatly surpassing the 3.1 percent annual growth rate of the 
preceding 26 years and /discharging an economic flow of macroeconomic signifi- 
cance/, At the end of 1984, the purchasing power of surpluses of the whole 
society amounted to 185.79 billion yuan, 66.7 percent of residents’ cash ex- 
penditure in that particular year. Of this, urban and rural savings amounted 
to 121.47 billion yuan, an increase of 4.8 times compared with 21.06 billion 
yuan in 1978, (See Note 10, p 580) Between 1953 and 1978, residents’ average 
saving tendency was a mere 1.9 percent. Between 1979 and 1984 it rose to 10.8 
percent, reaching 15.8 percent in 1984. Marginal saving tendency rose even 
more quickly, reaching 32.7 percent in 1984. (See Note 7, pp 9-15) While 
factors of compulsory saving engendered by supply constraints do exist as far 
as the society is concerned, the difference that has now emerged between per- 
sonal income and private consumption has after all provided fundamental con- 
ditions for the formation of an indirect accumulation process. 


Secondly, the proportion of income at the disposal of enterprises has also sub- 
stantially increased. Seen from the source of accumulation, in 1978 government 
accumulation made up 73 percent of our country's accumulation while enterprise 
and household accunx:lation made up the remaining 27 percent. By 1981, the 
share of government accumulation dropped to 49 percent while that of the latter 
rose to 51 percent. (See Note 9, p 192) 


As a result of the above-mentioned changes in flow and the reform to replace 
financial appropriations with loans in investment, the position and role of banks 
in relation to accumulation and investment in society as a whole has been 
heightened and strengthened as never before. At the end of 1984, loans extended 
by state banks totaled 441.957 billion yuan, an increase of 120 percent over the 
end of 1979. Of these, intermediate and short-term equipment loans saw the 
fastest growth, increasing by 35.6 times from 792 million yuan to 28.966 bii- 
lion yuan. (See Note 10, p 526) Banks, second only to the petroleum industry 

in terms of profits, have become an important pillar in accumulating funds. 


Thus, although the average annual rate of accumulation for the 1979-1984 period 
(30.6 percent) was roughly the same as the average figure for the 26 preceding 
years, important changes have already taken place in the economic process that 
engendered accumulation, a point that deserves recognition from the basic 
orientation perspective. 


20. The increase in the proportion of personal income of urban and rural resi- 
dents has also effectively enlarged the domestic market and consequently brought 
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about the thriving national economy. [In particular, it has produced the follow- 
ing two new situations: 1) Conditions are created for the reform of the con- 
sumer goods subsity and ration system that was practiced for decades. In the 
final analysis, it was on the basis of the rapid rise in residents’ personal in- 
come that China was in a position to boldly introduce the market mechanism into 
the supply-demand process of most farm and sideline products. This includes re- 
form of the nonstaple food buying and selling system for residents of townships 
and towns, the reform of the grain procurement system in the rural areas, and 
attempts to commercialize housing and medical services. 2) The proportion of 
nonfood consumption in private consumption has increased, most notable of which 
is the growth in the consumption of electrical appliances, housing and services. 
Unlike the consumption of necessities, the consumption of high added value 
commodities can itself generate higher industrial and commercial profits and 
thus /may/ become a source of quicker returns on investment and more accumula- 
tion. For example, food for peasants’ own needs basically do not generate any 
profits or taxes. For the cereals and oils industries, profits or taxes per 

100 yuan of output value only amount to 6.6 yuan. However, the electronics 
industry can yeild 18.8 yuan, the daily hardware industry 21.8 yuan and the 
building materials industry 26.7 yuan. (See Note 10, pp 379-80) If irrational 
factors in pricing are corrected so that prices are brought nearer the supply- 
demand equilibrium price, wewill find a lot more consumer goods with 50 to 80 
percent profit or tax rates, calculated on the basis of output value or even 
capital, In the conventional economy, the “consumption means accumulation" 
effect is only reflected in salt-making and on commodit s like tobacco and 
spirits. Now this effect is being greatly extended to cover certain durable 
consumer goods and service commodities. 


21. An important feature in which reform differs from readjustment is that 
rather than resolving the internal contradictions of the original economic 
process by changing the quantitative relations between accumulation and consump- 
tion, it opens the way to a new economic process through /changing the inter- 
relationship between accumulation and consumption in the demand formation pro- 
cess, as well as the efficiency of their utilization/. 


Some changes in the supply side are also taking place in the transition to a 
new process. The trend in the old investment model toward capital intensifica- 
tion was actually preconditioned by the corresponding lowering of residents’ 
income, The practice of economic restructuring in the urban and rural areas in 
recent years on the other hand, has opened new horizons for the full utilization 
of resources and for the increase of total accumulation without reducing 
residents’ income, and even increasing it. This report will look at three basic 
areas in particular: 1) The substitution of funds with the use of labor; 2) The 
full utilization of assets in stock; and 3) Efforts to convert natural resources 
into social capital. 


22. /The Substitution of funds with labor/ 
China is a typical large country with /unlimited supply of labor/ (as opposed 


to funds and other resources). Because the population base is large, the total 
labor-supply population will reach 667 million by the end of this century, 
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meaning that 10 million new posts will have to be created each year. Thus 
relative to land, capital and other imput, the engendering of a relatively 
low marginal productivity by a large supply of labor (See Note 4, p 134) may 
well prove to be a long-standing economic phenomenon in our country. 


Such a resources structure is not conducive to the realization of the goal of 
full employment. However, there is another side to the coin. If fully de- 
ployed and organized, the “unlimited supply" of a huge labor force may save and 
even create funds. It has been borne out by experience that while labor and 
funds are indispensable elements in the wealth creation process, the two ire 
mutually replaceable up to a point under given conditions. A study of the sub- 
stitution elasticity between labor and capital in at least 25 developing coun- 
tries shows an elasticity of between 0.5 and 1.2, suggesting that there is 
plenty of room. (See Note 12, p 327) 


The problem lies in the fact that technical possibilities for substitution 
could not be fully utilized under the old economic system. The reasons are: 
First, the presence of barriers between town and country, monopoly in industries 
and ali kinds of man-made obstacles that hinder positive employment, have 

made it impossible to circulate and realign products, and factors within and 
between industries. Second, the price of essentials simply do not reflect the 
shortage of funds in relation to labor. Third, organizations engaged in eco- 
nomic activities lack the initiative to achieve maximum returns and minimum 
cost. The combined force of these three factors seriously hindered the sub- 
stitution of funds with labor, which ought to have been launched on the lar- 
gest possible scale in China, so that the substitution of funds with labor in 
the low-productivity sector (such as the large scale construction of water con- 
servancy projects in the agricultural sector) was a long way from offsetting 
the growth in capital intensity in the high-productivity sectors (infrastructure 
and heavy manufacturing). This posed a latent threat to our country's long- 
term economic development. Thus, it is not difficult to understand why it was 
only after the old shakles were undone by the structural reforms in the urban 
and rural areas, that the process of organizing the substitution of funds with 
labor could be switched on again on a large scale in various major industrial 
sectors. Between 1979 and 1984, the annual growth rate (3.0 percent) of labor- 
ers in scoiety was 120 percent that of the preceding 26 years (2.5 percent); 
that of fixed asset investment (10.0 percent) was 90.1 percent of the growth 
rate of the preceding 26 years (11.1 percent); while that of national income 
(8.3 percent) was 138 percent of the growth rate of the preceding 26 years (6.0 
percent). (See Note 10, pp 10, 39, 213) This shows that positive employment 

is contributing a larger share than investment toward increasing our national 
income, 


23. /The full utilization of assets in stock/ 


General theories of development usually pay a lot of attention to the propor- 
tion of income (flow volume) in developing countries that can be converted 
into investment and turned into capital (stocked volume), Of course, this 

is something of great importance. However, many countries that have gone be- 
yond the so-called "takeoff" point (with the rate of accumulation exceeding 
10 percent) do not find themselfes on easy development paths. Faced with this 
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grim reality, one cannot but recontemplate this question: Have those assets 
which form part of our stocked volume been fully utilized and made their due con- 
tribution toward maximuzing the flow volume (income)? 


The findings of our observation are not very satisfying. First, the capital 
generation coefficient of developing countries is higher than that of the de- 
veloped countries. Second, between the years 1973 and i983, gross domes -ic 
product increased by 0.88 percent in th2 low-income countries for every 1 per- 
cent growth in annual domestic investment; the figure was 0.8 percent for the 
lower-middle income countries, 1.29 percent for the upper middle-income coun- 
tries, and 3 percent for the market-economy countries, 


It can thus be seen that a high accumulation rate does not constitute suffici- 
ent conditions for the sustained high-speed growth of developing countries. 
There are many reasons for this, an important cause being the failure to make 
full and effective use of the existing stock of assets. 


In the past decades, China has done much better than other developing countries 

in converting income into stocks of assets. This is something of which we 

can be proud, Between 1953 and 1984, China's accumulated total reached 

1,971.5 billion yuan, 30 percent of the volume of disbursement in the cumulative 
national income. During the same period, the cumulative total of investment in 
fixed assets in the sector of the economy owned by the whole people alone amounted 
to 1,274 billion yuan, of which total investment in captial corsturciton amounted 
to 963.44 billion yuar and newly added investment in fixed assets totaled 691.45 
billion yuan. 


What is the /utilization efficiency/ of this amazingly large amount of fixed 
assets? Many critical analyses have already been made. The general view is 
that all the past problems vere the outcome of the disruption of proportions 
in economic life. In the dynamic process .f economic growth however, the 
proportional relations that have a bearing on the efficiency of investment 
utilization are also constantly undergoing changes. An investment structure 
and its deployment may prove appropriate in the initial period, but how can 
we guarantee that they can adapt to changes in technology, the product market 
and other conditions? 


The practice of China's economic development calls for the circulation, trans- 
fer and realignment of assets stocks. After 1979, China recognized on the 
theoretical that the means of production are also commodities and, in practice, 
opened the capital goods market, organized various types of equipment leasing 
(including its modern form of previding clients with money for leasing), par- 
ticularly the diffusion of equipment in horizontal associations of different 
types. As a result, machinery and equipment that cannot be fully utilized in 
one place or unit at a particular time can be effectively put into operation 
in another place or unit at another time. It is estimated that in recent 
years, the total worth of society's stock of assets put back into operation 
through circulation and transfers amounted to between 20 billion and 30 billion 
yuan. Although this only accounted for between 2 ind 4 percent of the total 
stock, it already created say 30 to 70 million jobs and great!y increased the 
marginal output of labor. Obviously this form of asset utilization does not 
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involve a cut in the share of consumption and its growth rate. Moreover, it 
can give a more precise indication of the opportunity cost of new investments. 
Given greater improvement in the drive and behavior of investment bodies, this 
will in turn contribute its share toward raising the efficiency of converting 
flow volume into stocked volume, 


24. /Efforts to convert natural resources into social capital/ 


The development of the commodity economy unavoidably draws natural resources, 
which were originally classified as commodities, into the process of commer- 
cialized management. Natural resources, represented by land, do not have a 
natural claim to compensation, payment, evaluation and so on, because they are 
factors in the process of production. What determines this is the development 
of a series of socio-economic conditions the increasing involvement of land 
products in the market for the exchange of industrial and service products; 
cifferent types of land ownership; de facto monopoly in land management; differ- 
ential productivity. As long as these conditions are present, income created 
by labor will take the social form of "gains" for all factors. The socialist 
commodity economy is no exception. After the introduction of the system of 
contracted responsibility with payment linked to output in the rural areas, 
differential land income becomes apparent in the distribution process of micro- 
economic bodies and gradually became an economic lever of fairly great drive. 
(See “Systematic Observation of Economic Transformations in the Rural Areas" 

by the Research Group on China's Rural Development, China Social Science Pub- 
lishing House, 1985) On the macroeconomic level, the intercrossing and inten- 
sification or urban and rural reforms will generate immense possibilities for 
the creation of new sources of accumulation and investment in the process of 
the commercialization of natural resources. 


In fact, the proportion of land rent in the net output of our primary products 
is extremely high. According to the most reliable figures in the United States, 
in 1956 land rent accounted for 6.4 percent of GNP, almost equal to 10 percent 
of the $269 billion price tag on land that year. This was similar to a reason- 
able discount rate, and roughly the same as the average profit rate of company 
assets. (See Note 15) In Japan in January 1973, the market price of ail land 
(excluding Okinanawa) was 3.32 times the GNP of the previous year, and the pro- 
portion of land rent in GNP is higher than the U.S. figure, reaching 16 percent. 
(See Note 16, pp 302-304) This shows that when population pressure is great, 
land resources are realtively scarce, and the relative productivity of land 
products is low, high land rent invariably comes about. Reckoned with the 
method of shadow analysis, the ratio of differential land rent in the net 

value of agricultural products is extremely high (See Note 13, p 116) Calcu- 
lated along the Japanese line, China's present land rent should total more than 
100 billion yuan a year. 


When primary products (including agricultural and mineral products) are subject 
to state purchase at a low price and their processing is monopolized, land rent 
is not directly manifested as the realization of land ownership. Rather, it 
takes the form of profits from excessive processing and becomes an important 
source of accumulation for our country's industrialization. 
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The development of the commodity economy, and the deepening of reform of the 
economic structure in the urban and rural areas in recent years, has brought 
about fundamental changes in the above-mentioned conditions. In the rural 
areas, land is contracted out to different households for long terms and re- 
strictions are gradually lifted on the market price of agricultural products. 
In the urban areas, state enterprises now pay tax instead of handing over pro- 
fits to the state, and the price parities between primary and processed pro- 
ducts are being adjusted upwards along the double-track system in conformity 
with the governing laws. The basic fact is that society can neither purchase 
primary products at a low price through the state, nor practice complete 

state monopoly of the processing industry. As a matter of logic, land rent 
thus revealed its full form in our economic life. It calls for the correct 
use of the state's economic functions and the fully-fledged introduction of a 
natural resources tax with emphasis on land. This is not only a necessary ~ 
supporting condition for reform of the low purchasing price of primary products, 
but may turn the increasingly obvious and daily growing differential land re- 
turns into a steady source of social capital, and open new sources of accumu- 
lation and investment, 


25. In summary, reform has brought about profound changes in the form of 
national income and the characteristics of its utilization process. First, 

the proportion of income for enterprises and residents in the primary distribu- 
tion of national income has increased. Second, the flow volume in the income 
of residents and enterprises that goes to savings has increased, and accumula- 
tion now serves many functions. Because of this, plus the fact that part of 
government expenditure now comes from bank loans instead of from financial 
appropriations, the role and function of banks in the resdistribution of national 
income has been greatly strengthened. Third, although the proportion of resi- 
dents’ consumption in the national income in real terms has not yet increased, 
notable changes have already taken place in the volume and constituents of 
consumption. The reform of the supply-demand mechanism for necessities has 
been brought to the agenda, and the proportion of durable consumer goods and 
housing in residents’ consumption has increased. This has greatly strengthened 
the chain reaction in the consumer goods market in the creation of additional 
national income. Fourth, the market mechanism is beginning to be drawn into 
the investment process; the substitution of production factors, and their re- 
development and exploitation, in particular, has provided important grounds for 
improving the efficiency of investment, 


In short, the turn of the new economic process has enhanced the indirectness 
and market-orientation of the deployment of our economic resources, and at the 
same time enhanced the fullness and effectiveness of the utilization of eco- 
nomic resources at different levels. Between 1979 and 1984, the annual average 
proportion of consumable residents’ income, excluding savings, in the volume of 
disbursement of the national income was 57.2 percent, 6 percentage points lower 
than the average structure before 1979. Thus, the rate of accumulation was not 
forced down. However, the absolute amount of residents" consumption increased 
by 85 percent from 164.4 billion yuan in 1978 to 304,27 billion yuan in 1984 at 
an annual average growth rate (See Note 15, pp 36, 38, 526, 527) It can thus 
be seen that the new economic process differs from the old one in that it 
characteristically promotes mutual stimulation between the major macroeconomic 
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variables of income, savings, consumption and investment. It not only creates 
the prerequisites for the resolution of the contradiction of being unable to 
unable to bring about coordination among structural deviations under the old 
structure. At the same time, it also affords a new fulcrum and levers for the 
redeployment of resources in the new stage of economic growth. 


26. The turn to the new process unavoidably engenders a series of new problems, 
Many study reports which summed up China's socio-economic development in the 
- last 5 years, particularly those which analyzed the 1984-1985 economic situation, 
have provided us with rich material and all kinds of explanations and jugments. 
It is generally held that a basic characteristic of this turning point is that 
/the old order and equilibrium have been irretrievably smashed and the new order 
and harmony have not yet been fully established/. However, viewed from the 
angle of structural transformations and changes in the economic process, these 
are not the kind of lack of coordination that can be eliminated with a "package" 
solution, but are /inevitable frictions and conflicts between the process of 
rapid changes and the process of slow changes which are universally found in the 
existence of any complicated system/. (Xie Tongxue [0588 0681 1331] used the 
concept of ordinal parameter to describe the degree of macroeconomic order of a 
system. 


Some parameters (numerous) have serious damping and fast attenuation near the 
critical point. These are called fast relaxation parameters (far variables), 
and their changes to not have any obvious effects on the process as a whole. 
Other parameters (one or several) are free from damping at the critical point. 
They are called slow relaxation parameters (slow variables). The entire pro- 
cess of evolution of a system is dominated by slow variables. (See Note 17) 


For example, the fast change in the consumption demand structure and the slow 
change in the supply structure have aggravated the structural contradictions in 
the Chinese market. In 1984, retail sales supplies totaled 350.2 billion yuan, 
equal to only 89.8 percent of commodity purchasing power generated in that par- 
ticular year. Total demand was therefore greater than total supply. However, 
surplus purchasing power in that year amounted to 52.36 billion yuan, equal to 
131.6 percent of the shortage in total supplies (39.8 billion yuan). In other 
words, in 1984, 12.5 billion yuan's worth of goods produced in the current year 
were turned into stock. Judging from the cumulative total, commercial inven- 
tory at the end of 1984 exceeded the surplus of total purchasing power. In 
real life, "commissioning" between wholesalers at all levels and retailing 
bodies, evolved into a unique commercial battle, and the tendency of not being 
able to buy things even with cash in hand, went unabated. These cannot be de- 
scribed and summed up as simply demand inflation. 


For further elaboration, fast variables refer to the synchronous oscillation 
effects of consumption concepts and desires formed in consumption, while slow 
variables refer to the development of diversification in the levels and grades 
of consumption. China, like many developing countries, is faced with a formid- 
able challenge in that "the ability to supply those items which see the fastest 
change in consumption desires, is more often than not the slowest to adapt." 
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Imbalance between supply and demand in the consumer goods market can usually be 
regulated through savings: part of the surplus purchasing power can be diverted 
to the investment goods market, while the rest can be channeled into the storage 
pool. The problem is that both the organization and regulations of China's 
savings system were produced during the low-income stage, and it sees a process 
of slow changes compared with the changes that have already occurred in income 
(for example, there are still people waiting their turn to open accounts because 
of the shortage of savings outlets, and interest rates on bank deposits cannot 
even make normal responses to the rate of inflation). Structural contradictions 
exist in the same way in the investment goods market, and the vitality seen in 
the use of funds in the microeconomy (various types of fund raising in the local, 
enterprise and household economy) which emerged on this basis cannot produce good 
macroeconomic effects for the time being, because the ultra-slow variable of the 
underdeveloped capital market is holding things back. 


Under the backdrop of the clash between a series of fast- and slow-changing 
processes, the "loss of economic control" occurred in the second half of 1984. 
Subject to the arbitrary direction of unsettling signals, "free" capital amount- 
ing to over 100 billion yuan turned into an destabilizing factor that could dis- 
rupt the investment goods market, the consumer goods market and international 
receipts and payments at any time, and brought some confusion to our economic 
life during the turning period. 


Thus, the strengthening of macroeconomic control (that is, control of the total 
economic volume) is absolutely necessary. In order to stabilize the overall 
situation as quickly as possible, and guarantee the necessary social conditions 
for the deepening of reforms, a feasible control option would be to check all 
fast variables (income, revenue of enterprises, residents’ income, consumption 
trends and investment impulses) by administrative means so as to keep pace with 
the slow-changing processes. 


However, at the same time we must be aware that this kind of control is by no 
means a permanent cure. While returning to the old economic equilibrium at 
this juncture of the turn can indeed stabilize the situation, the structural 
contradictions in our economy still remain and the question of how to coordinate 
the above-normal deviations in the old structure has still not been fundamen- 
taliy tackled. Thus, /contradictions arising from structural transformation 
should be better tackled with struccural measures/. In fact, the presence of 
slow variables themselves points out to us precisely where emphasis should be 
put in further reforms. Organizing key breakthroughs around the slow variables 
in order to achieve maximum coherence between economic development and economic 
reforms is not only conducive to economic stability during the turning period, 
but is also conducive to the final completion of the transition to the new 
economic process. This is bound to have a positive effect on China's long-term 
development. 
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NATIONAL POLICY AND ISSUES 


JINGJI YANJIU ON ECONOMIC GROWTH RESTRICTIONS 
HK310641 Beijing JINGJI YANJIU in Chinese No. 6, 20 Jun 86 pp 19-24 


{Article by Wu Ji [0702 1323], Hang Junkuo [1728 6511 2368], Yue Bing [1471 
0393], and Li Jiange [2621 0494 7041] of Development Research Center under 
State Council: “On the Significant Restriction of Economic Growth" ] 


[Text] This year, the speed of growth of the nation's industry has clearly 
been lower than people anticipated and this has attracted wide attention from 
all sides. As there are different understandings as to the reason for this 
phenomenon, there are also great differences in the proposed countermeasures 
put forward. We believe that, in one respect, the slowdown in the speed of 
industrial growth is the result of adopting various policies and measures and 
of implementing voluntary controls on the “excessively high speed of growth.” 
Basically this is normal. However, on the basis of the excessively high speed 
of growth last year, the 4.4 percent average growth in the lst quarter of this 
year is not low and in this respect we need not worry excessively. However, 
in another respect, we should also recognize that in the process by which the 
speed of our nation's industrial growth is declining, there has also been 
experienced in our nation's economic development and economic reforms a number 
of factors that restrict the long-term stable growth of our national economy. 
These are worth our attention and consideration. 


1. The Two Restricting Factors on Economic Growth and Their Significance 


The normal operation of socialized commodity production is generally 
restricted by factors in two areas--resources and demand. 


Restricting factors in terms of resources mainly include raw and semi-finished 
materials, energy, labor, transport capacity as well as technological levels, 
management abilities, entrepreneurial spirit, and so on. Resource [word 
indistinct] the material conditions for production, and their lack can present 
insurmountable restrictions to economic growth. In general, the restrictions 
of resources on production are manifested in two ways: 1) Overall 
quantitative restrictions. A fixed overall quantity of resources can only 
support a certain speed of growth, and the overall quantity of resources 
determines the area of production feasibility. 2) Short supply restrictions. 
The normal operation of production not only needs a certain quantity of 
resources, but also requires a certain resource structure. The demands on the 
resource structure are determined by production functions. When the 
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proportional structure of resources does not accord with the demands of 
production functions, the growth of production will be restricted by “short 
supply” and there will appear a situation in which goods in “short supply” are 
keenly vied for while the goods in “excess supply” lie around unused. 


Overall quantitative restriction in terms of resources are relative to total 
social demand. At such a time, the growth of total social demand is quite 
fast and the total social supply is not able to keep up with the growth in 
demand because of overall quantitative restrictions in terms of resources. In 
this situation, there either appears general “short supply” (in a situation in 
which prices are subject to strict control) or currency inflation (ina 
situation in which prices are free). Resource short supply restrictions are 
relative to the supply of resources in full supply. At such a time, as 
resource deployment is inappropriate, the marginal rates of substitution of 
resources for various uses are unequal, social production stays within the 
limits of the production feasibility curve, and the latent potential for 
social resource supply cannot be fully brought into play. The overall 
quantitative restrictions and the short supply restrictions in terms of 
resources can play an individual role or can exist together. The short supply 
restriction in terms of resources can, in the former situation, lead to an 
overall loss of balance, where total demand is greater than total supply. In 
the latter situation, it may aggravate the overall quantitative imbalance, and 
the overall quantitative balance will in turn increase the structural 
dislocation, thereby forming a vicious cycle. 


Demand is another important factor in restricting the normal operation of 
commodity production. Demand includes investment demand and consumption 
demand. In a situation in which paper money is employed, the restrictions of 
demand on production can be overcome. They can be effectively overcome by 
appropriate improvement of systems models and economic policies. The 
restrictions of demand on production can also be examined from two aspects; 
that is, from the total amount of demand and the demand structure. When total 
demand is not sufficient, there may occur overall product surpluses, 
production shrinkage, and increased unemployment. This is already well-known 
by everyone. What we wish to point out here is that in a situation in which 
total demand is excessively high, the irrationality of the demand structure 
may produce restrictions on production. The irrationality of the demand 
structure can occur between investment demand and consumption demand and can 
also occur within these two demands. In this situation, there can appear the 
phenomenon that some products are in surplus while other products are in 
severe shortage. 


An approximate balance between total social supply and total social demand is 
a basic condition for normal commodity production. If total demand exceeds 
supply by too great a degree, or vice-versa, it will damage the regular order 
of production. However, when it is said that total supply is insufficient, 
this is relative to a certain level of demand; and when it is said that demand 
is insufficient, it is relative to a certain supply capacity. Thus, ina 
fixed economic development period, seen from the most basic proportional 
relationships of the national economy, resources restraint (determining the 
total possible supply) and supply restraint cannot, at the same time, be 
significant restraints to economic growth. That is to say, in a situation in 
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which resource restraints exist, there cannot be demand restraint. Likewise, 
in a situation in which demand restraints exist, there cannot be restraints on 
resources. 


Of course, when overall demand exceeds overall supply, at the same time as 
seeing from the most basic relationships of the national economy that the 
effective means of restricting economic growth is resource restrictions, 
because of the irrationality of the internal structure of total demand, the 
situation may occur in which various parts of total demand are insufficient, 
thereby restricting economic growth. When total supply is greater than total 
demand, a similar corresponding situation may occur. 


2. The Restriction of the Short Supply of Resources on Our Nation's Current 
Economic Growth 


Seen from the situation reflected from different sides, the slowdown of the 
speed of industrial growth in the lst quarter of the year was caused by five 
factors: Tight supply of energy, a shortage of raw and semi-finished 
materials, insufficient foreign exchange, low enthusiasm of workers, and 
insufficient turnover funds in enterprises. The five factors can be summed up 
into two major types: The first four are resource restrictions on growth, 
while the last is demand restriction. As to which of these two types of 
restrictions is the significant one, there are greatly differing ideas. We 
believe that at present the significant factor restricting production is the 
shortage of resources. It is not that total demand is insufficient. 


Energy and the production of raw and semi-finished materials have always been 
the shortfalls in our nation's industrial production. This was especially so 
in the “excessively high speed” growth of the 4th quarter of 1984, when the 
gap increasingly expanded. 


First, we cannot ignore the contradiction between the supply and demand of 
electricity. In the lst quarter of this year, the speed of growth of the 
amount of electricity generated was higher than the speed of overall 
industrial growth. However, in many areas there was still a tight supply of 
electricity for industrial use. In many large cities, electricity is still 
the major factor restricting industrial development. This is because the lack 
of electricity is a long-term problem and, at the same time, there have been 
changes occurring in some factors that are being used to remedy the 
electricity supply shortfall. In the Sixth 5-Year Plan, we wanted to grasp 
energy as the key point of construction, and in this we did achieve certain 
results. However, in the “excessively high speed" development, the processing 
industry developed too quickly and in fact the amount of investment in energy 
as a proportion of total investment decreased as compared to the Fifth 5-Year 
Plan period. According to the practice in the process of industrialization in 
various countries, the growth of electricity supply, in general, leads 
industrial growth. In our nation over the 1954-1980 period, the lead 
coefficient of electricity production in respect of industrial production was 
1.33 (that is, for each 1 percent growth in total industrial output, there was 
a 1.33 percent growth in generated electricity). After entering the Sixth 5- 
Year Plan, this coefficient fell to below 1, and the lead changed to a 
situation trailing. For the first three years of the Sixth 5-Year Plan, the 














figure was maintained at about 0.7; in 1984, it fell dramatically to 0.52; and 
then in 1985, it declined further to 0.44 (Footnote 1) (Calculated on the 
basis of statistics contained in the “Statistical Yearbook of China” 1981- 
1985 and the “State Statistical Bureau's Communique on the National Economic 
and Social Development Statistics for 1985" (carried in Renmin Ribao on 1 
March 1986)). According to an estimate by the Ministry of Water Resources and 
Electric Power, the national shortfall of electricity in 1985 was 45-50 
billion kilowatt-hours, equivalent to 12 percent of the electricity generated 
that year. The shortfall in generating capacity was 12 million kilowatts, 
equivalent to 15 percent of total installed capacity. 


Faced with a daily increasing lack of electrical power, last year we mainly 
relied on importing raw and semi-finished materials that would have consumed 
great amounts of electricity if produced domestically, postponed major 
repairs, and put together equipment, while various areas used a large number 
of small diesel generators to supplement the high-price electricity produced 
through great consumption of oil. This year, these conditions have completely 
vanished or are in the process of doing so, and although the major power 
stations have realized great increases in the amount of electricity generated, 
there is no way to satisfy the demand, which has seen extremely great growth. 
At present, various areas generally indicate that putting the (rakes on in 
order to save electricity has often resulted in an increase in «Juality 
problems and an increase in rejects, which results in a greater ‘oss of 
electricity. They also note that it [words indistinct] production order and 
routine of social life into disorder and affects the labor productivity of 
enterprises. The economic losses to continuous production enterprises are 
particularly serious. 


Second, the tight supply of raw and semi-finished materials is an old problem 
which has existed a long time. During the Sixth 5-Year Plan, the actual 
development of the mining industry and the raw and semi-finished product 
industry was not slow, and in agriculture, economic crops and animal-raising 
products saw quite a lot of growth. However, in the process of “braking 
slowly,” although the supply-demand contradictions for some products (for 
example, some types of steel products) have been alleviated, many products are 
still in tight supply, and the supply of some is becoming even tighter. This 
is mainly because, under conditions in which dual systems, double-track 
pricing, and administrative diviston of power has strengthened local interests 
and seriously twisted market signals produced by the excessively high speed of 
growth, localities and enterprises have been induced to invest large amounts 
of funds in processing enterprises, where the investment cycle is short, the 
prices high, and profits large. This has resulted in future deterioration of 
the product structure. 


In a situation in which many channels coexist, because the proportion of list- 
price products produced in state-owned enterprises is quite large, these 
enterprises’ competitiveness in obtaining high-price electricity and high- 
price raw and semi-finished materials is not as great as that of smaller 
enterprises. This results in restriction to their development. In the last 
few years, it has become common practice for areas to set up small electric 
furnace enterprises and small steel-rolling enterprises. Since 1984, in 
Liaoning alone, there has been an increase of 200 small steel-rolling 
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enterprises, 70 percent of the current total of small steel-rolling 
enterprises in the province. The current steel-rolling capacity is 4.66 
million tons, four times the amount for which the state has planned the supply 
of blanks. In the electrical smelting furnace enterprises, there has also 
appeared the situation of having the small squeeze out the large and the 
backward squeeze out the advanced. Small electrical furnaces which consume a 
lot of electricity and a lot of reject steel have been appearing like bamboo 
shoots after a spring rain. Meanwhile, the large furnaces have no reject 
steel to use and have had to cease production. 


In the last few years, the division of power during the reforms has 
strengthened the tendency for the various localities to not consider 
comparative advantages and to plunge blindly into things. This has, on the 
one hand, encouraged some raw material production areas to adopt local 
protectionist measures, set up blockades, and impose exit taxes. They use 
administrative measures to block funds from flowing out of their areas, vie to 
set up shops, set up duplicate points, and go in, in a big way, for running 
various types of enterprises that have high prices and great profits, 
especially in the processing industries. On the other hand, we have seen the 
wide development, in the medium-size and small cities and the rural areas, of 
processing enterprises that have no raw materials and that lack technology. 
The result of everyone doing things in this way will be that the benefits of 
resource deployment in the national economy will deteriorate. Not only will 
the old coastal industrial and backbone enterprises with good economic results 
be forced to cease work to wait for resources, but the supply of raw materials 
for enterprises in areas producing them will also become tight. 


The restrictions of short supply of energy and raw and semi-finished materials 
were originally a “hard restriction” for industrial production, which could 
not be overcome. The reason it was possible last year to overcome “shortages” 
of domestic supply is mainly that large amounts of state foreign exchange 
reserves which could be used for any resources were used to supplement the 
deficit of domestic resources. According to estimates, over the last two 
years, just the import of raw and semi-finished materials, which would have 
completed large amounts of electricity in production, has saved the 
consumption of 61 billion kilowatt-hours of domestic electricity. This is 
equivalent to 109.1 percent of the additional electricity generated in the 
same period. Because there was a great increase in import volumes and 
restricted exports, it was not possible to make ends meet in terms of national 
foreign exchange. In such a situation, there is no need to say that there is 
no possibility of continuing to support the high speed of growth of the 
domestic economy, and it will even be difficult to obtain the foreign exchange 
necessary to maintain the existing scale of imports. 


The lack of enthusiasm of workers is a new problem which has appeared in 
recent times. Speaking purely in quantitative terms, our nation's labor force 
is plentiful. However, whether this labor force can truly be brought into 
play in production is determined by the quality of the laborers and their 
enthusiasm for production. In autumn last year, because there were severe 
situations of price instability and irrational income differentials, there 
were fluctuations in the masses’ morale. After November, many enterprises 
throughout the nation hurriedly carried out “interlinked reform" work in 
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respect of wages. In many areas and many enterprises, this interlinked reform 
was in fact a revival of egalitarian methods which did away with rational 
income grades for staff and workers and economic responsibility systems which 
had been formed through several years of reforms. Cadres, front-line workers, 
old workers, and others were not happy with this, and staff and workers’ 
enthusiasm was greatly dampened. The phenomena whereby people work but with 
no effort and there being a general slackness in work have, since December 
last year, gradually grown. Because the understanding of enterprise leaders 
in respect of questions related to limits of power in factory director's 
appointments of cadres under the factory director responsibility system and 
the limits to countermeasures in correcting unhealthy trends are not clear, 
their morale has also been affected. Therefore, they have relaxed their 
operational management over enterprises and there has been a decline in both 
production and economic results. Thus, in a certain sense, in the above- 
mentioned restricting factors, the low level of enthusiasm of workers also 
plays a prominent role. 


3. The Problem Lies in Several Basic Defects in the Economic Structure and 
the Economic System 


Some comrades believe that the current general situation in which enterprises 
do not have sufficient circulating funds, which affects the normal carrying 
out of production, can be explained through the situation formed since last 
year through macroeconomic controls where total demand and money supply are 
insufficient. They advocate that at the same time as increasing investment in 
fixed assets and cash expenditure on wages, we should increase circulating 
fund credit to quite a great degree. 


We believe that although this judgment seems to conform fully with the outward 
phenomenon, seen from the basic nature, it is incorrect. 


Seen overall, there is now still in the national economy the situation of 
total demand exceeding total supply. It is not true that demand is 
insufficient. In 1985, the scale of investment in whole-people ownership 
fixed assets was 165.2 billion yuan, breaking through the 150 billion yuan 
level, which was the control target. This was an increase of 39.4 percent 
over the previous year. Wages and other expenditure on individuals totaled 
178.6 billion yuan, up 37 billion from the previous year, or a rise of 26.2 
percent. The growth of both investment and consumption has exceeded the 12.3 
percent growth in national income. (Footnote 2) ("State Statistical Bureau 
Communique in the National Economic and Social Development Statistics for 
1985"). This year the growth in investment in fixed assets and cash 
expenditure of a wage nature has continued to exceed the growth of production. 
Even though there is a generally indicated lack of circulating funds, the 
total volume of credit also exceeds the growth of production. According to an 
investigation, the total output value of industry and agriculture in 1985 grew 
16.4 percent over the previous year, but the amount of circulating fund credit 
outstanding at the end of the year grew 23.6 percent. The total industrial 
output value grew 17.7 percent while industrial circulating fund credit grew 
22.7 percent (Footnote 3) (Ibid). This year, circulating fund credit for 
industry has not accorded with the pattern in the first half of last year, 
where it decreased monthly. This year it began to rise from January. 
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At present, the overall scale of money supply is still quite large and the 
inflated total social demand has not yet been completely cut back. However, 
enterprises’ circulating funds are extremely tight. We need to carry out 
specific analysis of this situation. According to our investigations, the 
main reasons for this situation occurring are: 


1. Because of several defects in macroeconomic decision making and the 
problem of enterprises’ activities under the present system, the majority of 
the circulating funds are being taken by investment in fixed assets or seep 
out in enterprise links. This has led to an imbalance in the demand structure 
where the amount of accumulation funds and individual consumption funds used 
in investment in fixed assets is relatively inflated and production funds are 
relatively insufficient. 


In the various levels of enterprises, circulating funds seep out to 
consumption funds and to construction, especially the construction of welfare 
facilities, thereby resulting in a shortage of circulating funds. This is a 
problem worth our attention. Because of shortcomings in economic management 
systems and the situation in society in which there is mutual clambering for 
wages and welfare benefits, enterprise leaders first consider how to raise 
wages and improve welfare benefits. Second, they consider capital 
construction and then only in the end do they consider increasing circulating 
funds. In a situation in which income is insufficient to cover the 
expenditure in terms of bonuses and welfare facilities (for example, housing 
for staff and workers), circulating funds are often squeezed. For example, 
last year in the situation in which price levels shot up, many enterprises, iu 
order to give bigger bonuses, did not reserve the circulating funds necessary 
to make up for the rise in costs, as provided in regulations. This resulted 
in a false growth in profits. Of this false growth in profits, a portion was 
handed over to financial departments as taxes. The funds thus collected by 
the financial departments could only be used in investing in fixed assets and 
could not be used to supplement circulating funds. Another portion was used 
as a consumption fund to be divided among individuals. This produced a lack 
of circulating funds in the production cycle. The result of such actions is 
that in recent years the absolute value of circulating funds possessed by 
state-owned industrial production enterprises within the budget has 
continually decreased. According to estimates by the state Economic 
Commission, in 1980 the circulation funds possessed by enterprises was 63.4 
billion yuan. By 1983, this had declined to 62.8 billion yuan; and in 1984, 
it declined further to 62 billion yuan. 


2. The expansion of total demand last year produced a shortage of funds which 
seriously distorted market signals. This strengthened the tendency for 
enterprises to have a mentality of rush-purchasing and hoarding and also the 
tendency for blind development in some processing industries. The result of 
this was that the national economic structure was dislocated. In order to 
rectify the dislocated ratios, after implementing macroeconomic controls, we 
must inevitably result in products in excess supply becoming unsalable. This 
will be manifested in the appearance in the funds situation, of what is called 
“backward movement of circulation funds” and the phenomenon of precipitation 
in the course of [word indistinct]: Currency funds, which are the starting 
point for enterprises’ circulating funds, are insufficient and thus there is 
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excessive pressure put on reserve funds, funds in products, and especially 
funds in completed products. According to the statistics of the state 
Economic Commission, at the end of 1985 the excess amount of circulating funds 
over the circulating funds quota in industrial production enterprises within 
the budget was 146.7 billion yuan, an increase of 19 percent over the previous 
year. Of these, funds in completed products totaled 31.05 billion yuan, an 
increase of 30 percent over the previous year. 


3. In recent years, there has been excessive import of some products, which 
has resulted in overstocking and slow sales of domestic products of the same 
type and the latter thus take up funds. 


4. Some “Briefcase companies” that rely on credit to operate and provide high 
wages have incurred large losses or have gone bankrupt. The bank credit and 
commercial credit have become bad debts. This has taken up the circulating 
funds of enterprises that engage in regular operations and resulted in some 
payment difficulties. 


Principles and Policies that Should Be Adopted in Future 


From the above analysis, we can see that our nation is experiencing a 
situation in which two aspects exist together. The first is that total demand 
is still quite high and the total quantity of resources and resources in short 
supply restrict economic growth. The second is that the total demand 
structure is not rational and the enterprises’ working funds are not 
sufficient, which affects the normal operation of production. This shows that 
some basic defects exist in our nation's national economic structure, 
including the proportional relationship between investment in fixed assets and 
circulating funds, the proportional relationship between the demand structure 
and the production structure, the sectoral structure, the product mix and so 
on, and even in the current economic systems. These defects to a certain 
degree were produced by the inflation of total demand and the “overheated 
economy” which have occurred since the 4th quarter of the year before last, 
and also by the related sluggishness of systems reforms, the interlocking of 
the dual systems evenly matched in strength, and the regulated market 
mechanism not being able to play a leading role. These problems, which were 
produced by the “overheating,” are often seen by some comrades as the result 
of dropping the temperature too quickly, producing a situation in which there 
is insufficient total demand. Thus, they advocate that at the same time as 
increasing investment in fixed assets and increasing wage-nature expenditure, 
it is necessary to widely increase circulating funds credit. In fact, since 
the problem was given rise to by the structural defects produced by the 
“overheating” and related practical problems, generally increasing money 
supply cannot truly resolve it. For example, the funds “restriction” given 
rise to by slow sale of products is a bottomless pit impossible to fill. 
Increasing credit to the enterprises will only produce new overstocking and 
will not be able to basically resolve the operational difficulties. On the 
other hand, this over-simplistic countermeasure will bring new losses to the 
stable situation we have been able to achieve at great cost, and will thereby 
result in us entering another inflation-shrinkage cycle. 
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In comparing the policies adopted since last year in stabilizing the economy 
with the economic readjustment in 1981, a goud aspect is the method of 
applying the brakes slowly so that the tremors felt in economic life are 
small. The shortcomings are that too mucia stress has been placed on controls 
of total quantities and there has been a slackening in structural 
readjustment. Also, in reducing the demand there is the shortcoming of 7 
cutting with one knife. However, in general, on the one hand this knife has 
not cut enough. The expansion of total social demand and especially of 
investment in fixed assets has not yet been completely controlled--many new 
shops have been built and many new projects started. In another respect, in 
the readjustment of the investment structure and the producticn structure of 
the national economy and especially within industry, the implementation has 
been insufficiently automatic. In future, we must further guide action in 
accordance with the situation and, at the same time as controlling overall 
quantities, put stress on readjusting the structures. Only if this work is 
done well will it truly be possible to improve macroeconomic control and 
regulation, improve supply, improve economic benefits, and achieve a real 
increase in speed. In this, we should nct one-sidedly seek a very fast 
increase in speed in the near term. Even if the increase in speed is a little 
low in the short term because the speed will be real, it will create 
conditions for the stable and healthy development of the national economy and 
the smooth carrying out of the economic reforms next year and subsequently. 


Uuder the condition of maintaining total quantitative control, the key to 
doing well in current economic work is to make structural readjustment more 
prominent. To do this, in economic development we must <hange from a model 
that one-sidediy seeks and vies for speed and stresses quantities and 
production value to a model that seeks improved results and pays attention to 
quality and structures. In the economic structure, we must promote a change 
from the model that mainly uses administrative measures and direct controls to 
a model that mainly uses economic means and indirect controls. Seen from the 
present, we should adopt a series of alleviating measures that basically 
accord with these two changes, improve macroeconomic control, and improve 


supply. 


First, in current work we must reverse the ideas and methods found in some 
departments and regions which strese the grasping of long-term planning and 
laxness in current production and the ideas and methods found in the arranging 
of funds and materials supply whereby they first worry about construction and 
only later about production. At the same time, we must watch out for renewed 
emergence of the phenomena of purely stressing production value and one- 
sidedly seeking speed. Production must be grasped tightly and it is necessary 
to look ahead and behind and make rational arrangements for problems that need 
to be resolved. The management departments should put forward ideas and 
measures for the rational readjustment of the investment structure and 
production structures of industries, regions, and products. It is also 
necessary to do well in service work in terms of funds, materials, energy, 
transport, information, and technology, and enterprises must subordinate 
partial interests to overall interests and take the initiative in making 
appropriate read justments. 
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Second, we must improve supply. Under the condition of not exceeding the 
total quantity of the state supply of funds and materials, the relevant 
departments must appropriately bring forward and grasp well the allocation of 
some funds and materials in response to the pressing demands of enterprise 
production and market supply at present. We must implement the principles of 
differential treatment and selective preferential supply. 


1. In terms of credit, it must first be used for production, then capital 
construction; first be used for key projects, then general projects; first be 
used for technical transformation, then for new construction. In the supply 
of circulating fund credit, we must be appropriately relaxed. We must first 
support the production of products that earn foreign exchange through export, 
that are of brand-name quality, and that have a ready market. There should be 
little or no credit given to products that are of low quality, the production 
of which involves high consumption, that have no ready market, and that should 
be eliminated through competition, so as to encourage the enterprises that 
produce these products to close down, stop production, merge, or convert. 
Banks should also strive to increase deposit, expand the circulation of funds, 
and truly help enterprises in terms of funds for settling accounts in arrears. 
They should also adopt the methods of discounting and rediscounting commercial 
notes as this will enable enterprises' funds to circulate normally. In terms 
of the arranging ok plans, we must also change the practice whereby banks are 
looked to as an inexhaustible source of circulating fund credit. 


2. In the supply of raw materials, energy, and imported materials, including 
foreign exchange, there must also be differential treatment and selected 
preferential supply. We must give preference in supply to the production of 
consumer products and investment products that can be exported to earn foreign 
exchange, products that are in good demand in the market, and products needed 
by key projects. We must guarantee production in the old industrial cities, 
old industrial bases, and backbone enterprises; the production of brand-name, 
superior-quality products; and take into consideration the production of 
products that have ready markets, but the enterprises in newly-developed 
cities and in urban areas. 


Third, we must improve macroeconomic control. 


We must firmly control the total scale of investment in fixed assets and truly 
do well in the readjustment of the investment structure. To achieve this, we 
need to stop new projects, sort out projects in progress, and firmly stop or 
slow down a number of projects. At present, the difficulty in reducing the 
scale of investment lies in that there re too many projects and the number is 
continually increasing. There is thus a need for determination at the central 
level to firmly curb this. If this is not done, and the scale of capital 
construction is allowed to continually grow, then not only will circulating 
funds be continually squeezed, but it will produce a new lack of circulating 
funds and finally it will inevitably give rise to “expanding unsalability.” 


2. In controlling the growth of consumption funds, on the one hand, we need 
to control their excessive growth, while on the other hand we need to use good 
planning to allow increased wages and bonuses. At the same time as 
strengthening ideological and political work and clarifying various policy 
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limits, we need to seriously implement an economic responsibility system in 
enterprises and overcome the new egalitarianism. 


3. In financial expenditure, we need to seriously implement the principle of 
keeping expenditure within the limit of income. Considering that in the near 
term the speed of growth of the national economy cannot and should not be too 


fast, we must tighten up on expenditure and cannot open new expenditure 
avenues. 


What needs to be pointed out is that the two different ideas that now exist on 
the industrial production situation are only continuations of the ideas in the 
debate at the beginning of last year on the question of excessively high 
speed. Thus, there is need to attain a new unity of understanding on the 
danger of growth at an excessively high speed and further make clear that 
development should be subordinate to reform. We must firmly place reform in 
the prime position, control the speed of economic growth at an appropriate 
level, and make efforts to create a relatively relaxed economic environment so 
that next year the reforms can take some major steps. 
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ECONOMIC DEVELOPMENT ZONES 


LIAOWANG ON ZHUIJIANG DELTA AREA'S ACHIEVEMENTS 


HK210515 Hong Kong LIAOWANG (OVERSEAS EDITION) in Chinese No 28, 14 Jul 86 pp 
6-7 


{Article by Wang Zhenhua [3076 2182 5478]: “Zhujiang Delta's Export-oriented 
Economy in Retrospect and Prospect”™] 


[Excerpts] Rapid changes are occurring in the Zhujiang Delta area. 
Construction is advancing simultaneously in central cities, satellite towns, 
and the vast area of the countryside in this area; the development of new 
modern industrial enterprises and the transformation of old enterprises are 
being conducted simultaneously; and the development of new industries and the 
all-round restructuring of rural production are simultaneously in progress. 
This brings about a broad prospect for the development in this area. 


Since the CPC central leadership and the State Council decided to make the 
Zhujiang Delta area an economic open zone in 1984, industrial and agricultural 
production and construction there have been developing at an unprecedented 
speed. Between 1981 and 1985, the total industrial and agricultural output 
value increased by an average of 14 percent each year, and the total 
industrial and agricultural output value in 1985 reached 19.83 billion yuan, 
with industrial output value being 16.22 billion yuan and agricultural output 
value being 3.61 billion yuan. In 1985, the total value of export goods 
purchased by foreign trade companies was 2.51 billion yuan, accounting for 44 
percent of the total figure of Guangdong Province. 


- A Production Structure Which Integrates Foreign Trade With Industrial and 
Agricultural Production is Taking Shape 


In the early winter of 1984, when inspecting the Zhujiang Delta area, Premier 
Zhao Ziyang said to local leaders: “This area has favorable conditions for 
forming a production structure which integrates foreign trade with industrial 
and agricultural production.” This properly summarized the past experience, 
present characteristics, and future prospects of economic development in the 
Zhujiang Delta area. 


According to the state plan and policies, an economic structure which combines 
industrial and agricultural production with export trade should be formed in 
the Zhujiang Delta area. That is, processing industries should produce goods 
according to the needs of export, and agriculture produces raw materials 
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needed by the processing industries. According to this requirement, local 
governments at various levels in this area have all taken steps to exploit 
their local advantages, rationally readjust their production structures, 
actively build up their export-oriented production system, carry out foreign 
economic cooperation in the forms of processing and assembling imported 
materials, compensation trade, cooperation projects, and joint ventures, and 
import advanced technologies and equipment to transform the existing 
enterprises. By the end of 1985, this area had signed all kinds of economic 
contracts with companies from more than 20 countries and regions. 


The Secret of Success Lies in Favorable Objective Conditions and People's 
Concerted Efforts 


Why is the Zhujiang Delta area able to develop its economy so rapidly? 
According to local cadres and ordinary people, their secret of success lies in 
favorable objective conditions and people's concerted efforts. In particular, 
the party's line since the 3d Plenary Session of the 1lth CPC Central 
Committee and the series of special policies and flexible measures adopted by 
the central authorities for the economic open area have fully aroused people's 
enthusiasm and initiative and have brought the favorable objective conditions 
into full play. In the course of creating a new situation, a large number of 
new people with talent and ability have rapidly grown up. Many of these able 
people were still ordinary peasants a few years ago, but now they have become 
competent enterprise managers and can efficiently manage various modern 
enterprises. In the field of agriculture, the natural and self-sufficient 
economy has been replaced with a growing commodity economy, and the peasantry 
has become a brand-new concept. They say: “Farming is now also a business 
which must be continuously adapted to the changing market demands so as to 
produce readily marketable products. At the same time, we need to adopt 
scientific methods and new technologies so as to achieve the greatest output 
by making the smallest input and to achieve the greatest output by making the 
smallest achieve the best economic results. Only thus can our products hold a 
stable position in both domestic and international markets.” This change in 
peasants’ mentality promotes the process of shifting agriculture in the 
Zhujiang Delta area to modern production and a commodity economy. 


In this area, the reform and opening policies have not only aroused the 
initiative of workers, peasants, cadres, and technical personnel, but have 
also aroused the enthusiasm of Overseas Chinese and Hong Kong and Macao 
compatriots. The contributions of Overseas Chinese and Hong Kong and Macao 
compatriots to the development of an outwardly oriented economy in the 
Zhuijiang Delta area in recent years have been obvious. So far, 90 percent of 
the overseas funds used by the Zhuijiang Delta area have been offered by 
Overseas Chinese and Hong Kong and Macao compatriots, and most new 
technologies and equipment have been acquired with the help of Overseas 
Chinese and Hong Kong and Macao compatriots who played a go-between role and 
offered useful information and consulting services. Many Overseas Chinese and 
Hong Kong and Macao compatriots have also spared no effort in helping the 
domestic units open international markets, or have actively made contributions 
to run schools and other public welfare undertakings. In recent years, many 
elderly Overseas Chinese have visited their home villages and home towns.” 
They were all deeply impressed with the rapid changes in the conditions of 





their home villages and home towns and with their countrymen's hardworking 
spirit. An old man returning from America to his home village in Taishan 
county said: “It is time for us to render service to our motherland.” This 
represents the common voice of millions of Overseas Chinese. 


Inviting Guests From All Parts of the World and Making a Fortune by Doing 
Business With Various Countries 


The Zhujiang Delta economic open area has made great efforts and invested 
large amounts of money to build an outwardly oriented economic structure. In 
1985, the enterprises owned by the whole people in this area had fixed assets 
totaling 2 billion yuan. A large number of new modern industrial enterprises 
have been built and put into operation very quickly. The equipment renewal 
and technological transformation of the old enterprises have accumulated 
strength for further development. The gradual readjustment of the rural 
production structure and the new economic structure of combining industrial 
and agricultural production with export trade have laid a solid foundation for 
expanding the export of farm products in this area. 


Another gratifying fact is that through some years’ unremitting efforts, the 
investment environment of the Zhjiang Delta economic open area has been 
further improved. Water and land transport facilities for passengers and 
goods have been highly developed; modern communications facilities have been 
built and completed one after another; a commodity circulation system with 
multiple channels, few links, and high efficiency has been gradually formed; 
and the principle of “mutual benefit" in the use of overseas funds is being 
carried out and has won good reputation among many foreign investors. Guests 
have been invited from all parts of the world, and a great deal of money is 
being made by doing business with various countries. This is a vivid 
description of the present situation in the Zhujiang Delta area. People 
generally hold that the Zhujiang Delta area will make greater progress in the 
future! 
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ECONOMIC MANAGEMENT 


INFLATION RATE REDUCED TO 3 PERCENT 
HK190608 Beijing CHINA DAILY in English 19 Jul 86 p 1 
[By staff reporter Wang Gangyi] 


[Text] Stricter price controls and subsidies on non-staple foods have helped 
reducing China's inflation rate down to 3 percent by the end of June from 
January's 8.5 percent. 


The average inflation rate in the first half of this year was 5.5 percent com 
pared with last year's average of 8.6 percent, according to figures released 
yesterday by the State Statistics Bureau. 


The bureau's spokesman Zhang Zhongji told reporters at a press conference 
that staple food prices, which had jumped by a double-figure percentage in 
1985, rose by only 5 percent in June. 


Prices for non-staple food like eggs, meat and vegetables were basically stable, 
he said, 

He attributed the lower inflation rate to tighter price controls since the be- 
ginning of the year and to non-staple food subsidies in some parts of the 
country. 


The spokesman said that the country succeeded in “cooling down" the over-heated 
economy in the first 6 months of this year and began to achieve a normal and 
cvordinated development, 


Transport, one of the problems that has been causing a bottleneck in China's 
economic development for the past few years, has improved, according to the 
latest statistics. 


The volume of freight traffic over the first 6 months of last year went up 6.4 
percent to 823.1 billion ton-kilometres, while the volume of passenger traffic 
reached 218.28 person-kilometres, an increase of 2.9 percent. 


Cargo handled at principal sea ports increased by 13.8 percent over the same 
period of 1985 to reach 1.8 million notes. 
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The total capital construction investment by the state-owned enterprises was 
33.7 billion yuan in the first half of this year, an increase of 7.9 percent 
over the same period of 1985, which witnessed an alarming 43.5 percent increase. 


Retail sales over the same period reached 235.1 billion yuan, up 11.8 percent. 


The spokesman pointed out that there were still some problems in China's eco- 
nomic development, including poor economic efficiency in state-owned industrial 
and commercial enterprises state expenditure outstripping state revenue and a 
continued foreign trade imbalance, 


According to China's customs figures, the country suffered a trade deficit of 
$6.47 billion in the first 6 months of this year, with $13.56 billion earned 
from exports and $19.9 billion spent on imports. 


Japan and the United States were the two countries with which China suffered 
the biggest trade imbalance, the spokesman said. 


China's imports from the two were worth $5.84 billion and $2.47 billion respec- 
tively, while its exports to these countries earned only $1.16 billion and 
$2.36 billion. 
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PLAN TO REVITALIZE 'THIRD-LINE' INDUSTRIES 
HK200344 Beijing CHINA DAILY in English 19 Jul 86 p 2 
[By staff reporter] 


[Text] The central government has unveiled a massive re-structuring and reno- 
vation scheme to bring back to life an ailing industrial force hidden in the 
hilly areas of China's hinterland. 


A whole series of factories set up between 1965 and the mid-1970s to prepare 
for a major war that never happened are now faced with shrinking military orders, 
and much of their production equipment and brainpower has been lying idle. 


About 45 percent of these inland factories have serious problems with transport, 
energy supplies and management. At least 7 percent are badly located, nestling 
deep in rugged mountains or other sites unsuitable for normal production and 
trading. 


Under a newly-released plan, more than 100 badly-located factories will be 
among the first group to be moved out of the outlying mountainous areas to 
medium and small cities or to areas with more convenient transport links. 


The move is designed to introduce a host of economically-isolated industries 
into the current economic reform and integrate them with the thriving economies 
of China's coastal provinces. 


These inland factories, popularly known as "third line" industries in contrast 

to the "first line" industries in the country's coastal provinces, now total 
2,000 large and medium-sized plants involved in the space, aircraft, electronics, 
chemical and machine building industries. 


They are now located in Sichuan, Guizhou, Yunnan, Shaanxi and the western parts 
of Henan, Hubei and Hunan Provinces. 


They were established by the state at the expensive price of 200 billion yuan, 
At the moment, however, some of these firms are operating at only one-third of 
their capacity or even less. 


Experts say that after some of the factories are re-located, they could easily 
double their production capacity "within a short period of time." 
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Urgent efforts are being made to speed up the conversion of the"third line” en- 
terprises to civilian prodcution. Many have already begun producing civil 
goods. 


The move is also part of the nationwide reorganization of China's defence indus- 
tries. By 1990, at least 80 percent of the production of defence industries will 
be for civilian use, double the present figure. 


Zhou Changging, deputy director of the "Third Line" Construction Readjustment 
and Renovation Planning Office under the State Council, said that by the end of 
1985, the civil goods output value of the "third line" industries accounted for 
40 percent of their total production value. 


He said that many factories were now pooling their efforts to produce large- 
scale hydraulic, thermal and nuclear power generating equipment, railway loco- 
motives and vans, automobiles, advanced textile machinery, electronic products 
and other urgently-needed articles. 


"Thrid line" industries have access to the rich mineral resources of one quar- 
ter of China's total territory and almost 80 percent of the country's water 
energy resources. 
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COMMISSION TO REDUCE CAPITAL CONSTRUCTION PROJECTS 
0W210626 Beijing XINHUA in English 0616 GMT 21 Jul 86 


[Text] Beijing, 21 July (XINHUA)--The State Planning Commission will check 
the country's capital construction projects one by one through a national in- 
spection in the second half of this year. 


And the authoritative commission will postpone or cancel some in order to re- 
duce the scope of capital construction and making it possible for the country 
to use its limited funds on key projects. 


This was announced by a commission spokesman in an interview with XINHUA and 
the Central Broadcasting Station today. 


China's Seventh 5-Year Plan (1986-1990) calls for giving priority to what is 
badly needed--energy development, transportation and communications, and raw 
and semi-processed materials projects. 


But in the first 6 months of this year, said the spokesman, the proportion to 
the total investment was still too big for non-essential projects, and that 
for raw and semi-processed projects even showed a downward trend. 


In addition, he said, the scope of capital construction had expanded in such 
a way that China would likely spend more money on it this year than planned, 
thus affecting people's life and the development of other sectors of the 
national economy. 


The spokesman, declining to give specific statistical figures on the question, 
called for “resolute” measures to cancel or postpone the construction of 
non-essential-and redundant projects, as well as projects which are beyond 
the country’s capabilities to build at present. 
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FACTORIES IMPLEMENT GERMAN MANAGER'S PROPOSALS 
OW291706 Beijing XINHUA in English 1411 GMT 29 Jul 86 


[Text] Wuhan, 29 July (XINHUA)-—-Four Wuhan factories have begun efficiency and 
quality control reforms proposed by Werner Gerich, the first foreign manager 
of a Chinese enterprise since the founding of New China in 1949, 


Begun with the approval of the Wuhan City Council, the reforms will streamline 
administrative structures and improve production efficiency and the quality of 
products, local officials said today. 


Each factory will have two directors, responsible for the management and produc- 
tion, respectively, plus one quality control officer. The three are responsible 
to the factory's director-general, who is responsible to the state and the fac- 


tory. 


the 260,000-Chinese character proposal, on which Gerich worked for 2 months 
this year, also calls for eliminating the overlapping work by the factory's 
party committee and management. 


The first proposed by a foreigner to be implemented by Chinese enterprises, the 
reforms follow the national trend toward giving more power to factory managers 
and regularizing work procedures. 


In addition, at Gerich's suggestion, the four factories now require all staff 
members, from teh directors-general to every worker in the factory, to be quali- 
fied for their jobs according to written standards. 


The proposal specifies the power, responsibility and paymetn for each job, thus 
allowing no one to occupy a post for which he or she is incompetent, said a city 
official today. 


"My proposal, which stresses efficiency, will be applicable not only to factor- 
ies, but also to all other units, including government offices," the German 
engineer once told Wuhan officials. 


The reform of the Wuhan diesel engine plant, which Gerich has managed since 
November 1984, of the Wuhan steam turbine generator plant and of tow factories 
is being supervised by a vice-mayor of the city. Gerich, 67, is now vacation- 
ing in his native Federal Germany. "When he comes back, he will see the results 
his proposals are already yielding," a city official told XINHUA today. 
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JOURNAL ON FORMS OF TOWN COLLECTIVE ENTERPRISES 
HK221551 Beijing JINGJI GUANLI in Chinese No 5, 5 May 86 pp 26-28 


[Article by Xing Yichu [6717 6654 0443]: "On the Economic Forms and Methods 
of Management of Collective Industrial Enterprises in Towns"] 


[Text] The comrades who hold the view that the township and town collective 
economic sector should have only one economic form and one management method 
think that the radical difference between collective enterprises and enter- 
prises owned by the whole people is that the power of ownership is closely 
merged in a unity with the power of management in a collective enterprise; 
therefore, they think that the practice of “appropriately separating these two 
kinds of power" is only applicable inside the economy owned by the whole people 
in our country and to the combines that are joint ventures between different 
owners. They think that collective ownership, combination of the two kinds of 
power, and being independent commodity producers are the fundamental character- 
istics of collective enterprises. The comrades who hold the view that there 
should be diverse specific economic forms in the township and town collective 
industrial economic sector hold that the essential characteristic of collective 
enterprises is that the means of production are owned collectively by a part 

of the laboring masses, but the scope of these people's collective ownership 
differs from one to another: So does the relation between the ownership of the 
means Of production and the power of management. In one enterprise owned by a 
collective of laborers, the two powers are closely related; but in combined 
handicraft cooperative or a township and town combined collective industrial 
cooperative, these two powers can and should be separated properly. I think 
that clarifying this issue is conducive to the implementation of the principle 
of letting the state, collective, and individual sectors develop together and 
facilitate carrying out a structural reform in the collective economic sector 
and promoting the development of the productive forces. 


In the various periods since the founding of the PRC, there has never been only 
one economic form for our township and town collective industrial economic sec- 
tor, but diverse economic forms. 


1. What emerged earliest were the handicraft industrial cooperative organiza- 
tions that were set up after the socialist transformation of the individual 
handicraft traders. In 1953, the CPC Central Committee approved and circulated 
the "Report on the Third National Meeting on the Cooperative Transformation of 
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the Handicraft Industry" by the Chinese National General Combined Cooperative, 
which proposed three specific economic forms. The first was handicraft indus- 
trial production team, in which means of production were owned by members of 
the teams. The second was the handicraft industrial supply, marketing, and pro- 
duction cooperative, which was formed by individual handicraft laborers or a 
few handicraft industrial production teams in order to overcome their common 
difficulties concerning their purchases of raw materials and marketing of prod- 
ucts. At the beginning, means of production were owned by members or produc- 
tion teams, but as production developed, the means of production owned by coop- 
erative members would gradually be evaluated and sold to the cooperative and 
become collective property. The third was the handicraft industrial production 
cooperative, which was an advanced form of the socialist transformation of our 
handicraft industry. In this form, if major means of production were owned by 
cooperative members as a collective and if distribution according to labor was 
carried out, it was of a socialist nature; and if the major means of production 
had not yet become property that was entirely owned by the collective, and if 
distribution according to labor was not carried out in full, it was of a semi- 
socialist nature. 


in addition, as the economic sector of groups of combined handicraft industrial 
cooperatives at various levels developed, and as there was a need for the sup- 
ply of services for basic-level enterprises before and after their production 
and for their technological transformation, from 1957, cooperative factories 
owned by large collectives were gradually set up. The means of production in 
these factories belonged to groups of combined cooperatives, which developed 

in the course of providing services for the production and operation of basic- 
level cooperatives. Later, under the influence of "leftist" ideas that pursued 
large-scale and pure public ownership, most or all handicraft cooperative organ- 
izations were turned into cooperatives owned by large collectives. 


2. During the movement of the "Great Leap Forward” in 1958, urban district 
collective industrial enterprises were set up mainly by laboring women and 
housewives. These enterprises were of collective ownership and their means of 
production belonged to districts or neighborhood committees, but they differed 
greatly from handicraft cooperative organizations. In a handicraft cooperative 
organization, the members collectively owned their means of production, contrib- 
uted their share of capital, were paid dividends for their shares, as well as 
for their labor, and democratically elected their leaders. The neighborhood 
collective industrial enterprises, however, were set up without any capital 
investment by relying on help from the strength of society. The members who 
joined these enterprises had not paid any share capital nor were paid any divi- 
dend. For arother example, there are the collective industrial enterprises that 
have been set up since 1979 to provide jobs for educated youths. They are called 
cooperatives or other names. The members of these newly established cooperative 
Organizations have not subscribed to or paia any share of the capital of the 
cooperative organizations, which have been set up by relying on support from 

the state or the relevant enterprises. They also differ greatly from the handi- 
craft cooperative organizations that were set up in the period of the socialist 
transformation. 


3. Over the past few years, through the economic structural reform, new forms 
of cooperative economy with share capital has emerged inside the urban collective 
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industrial economic sector. For example, some collective enterprises have 
issued shares or received investment from social groups; joint ventures have 
been set up between urban collectives and township and town or neighborhood 
collective enterprises, between collective industrial and commercial enter- 
prises, and between industrial and commercial enterprises; and collective share 
enterprises have been set up in which groups of combined cooperatives, collec- 
tive enterprises, and individuals have jointly invested. These newly estab- 
lished share enterprises have very great vitality and play an important role 

in absorbing a portion of consumption funds and thus turning them into funds 
for the production and operation of enterprises, giving play to the initiative 
of collective enterprises in conducting investment, promoting the reform of the 
ownership structure inside our collective econowy, and thus pushing forward the 
healthy development of our collective economy. 


From the above process of historical development, we can see that inside our 
urban collective industrial economic sector, four economic forms have taken 
shape or are taking shape: 1) Means of production are owned by the members of 
the collective industrial cooperatives; 2) Means of production are owned pub- 
licly by the collective of the members of the industrial cooperative enter- 
prise; 3) Means of production are owned by the group of combined cooperatives 
(or the responsible department) at the upper level; and 4) Means of production 
are owned by shareholders. All the above-mentioned four economic forms with 
different ownership are forms of collective ownership, but their actual] forms 
of ownership are diverse and differ in many ways. They mainly differ in the 
following ways: 


1. The owners and scope and degree of ownership differ. For the first form, 
the ownership is in the hands of the members of the industrial cooperative 
Organizations, as in a handicraft industrial production team; for the second 
form, the ownership rests with the collective of the industrial cooperative 
enterprise, as in an advanced handicraft industrial cooperative; for the third 
form, the ownership resides in the great collective of a group of combined coop- 
eratives and is of such a relatively big scope as that in a large collective 
cooperative factory; and for the fourth form, the ownership is in the hands of 
the shareholders. The degree of public ownership depends on who the share- 
holders are. 


2. Their sources of funds and distribution of income differ. For their 
sources of funds, collective or cooperative enterprises mainly rely on raising 
funds on their own or from their own accumulation. For the first economic 
form, the funds for the production and operation of the enterprise mainly come 
from the share capital paid by its members. The income from its production and 
operation can be paid to members as dividends after paying them wages as remu- 
neration for their labor and paying income tax, but a certain proportion of it 
has to be transferred to collective welfare funds and collective reserves for 
the purchase of necessary fixed assets. If the enterprise suffers losses, it 
has to shoulder directly the economic responsibility for them and the losses 
will mean a reduction in the share capital contributed by its members. For the 
second form, the funds for production and management should also be contributed 
by the members of the enterprise in the form of share capitai. and distribution 
according to labor is carried out, so that the income from its production and 
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operation, after paying income tax, should be distributed according to a stip- 
ulated proportion, some being transferred into collective reserves and welfare 
funds, some being paid as labor remuneration, and some being paid as dividends. 
The enterprise has to rely on its own collective accumulation to carry out its 
expanded reproduction. Similarly, the capital contributed by its members has 
to shoulder direct economic responsibility for the enterprise. For the third 
form, the funds needed by the enterprise for its production and operation come 
from the group of combined cooperative at the upper level. Generally the staff 
and workers do not contribute any capital to the enterprise in the form of 
shares, but the enterprise can issue bonds to its staff or workers or to social 
groups in order to raise capital. The enterprise can retain a certain percen- 
tage of its after-tax profit and in this way its initiative and independence 

in carrying out its production and operation is brought into play. For the 
fourth form, a share enterprise set up by the investment from social groups, 
enterprises, or individuals generally does not require its staff and members 

to contribute to its share capital, but they can subscribe to the shares 

issued by their enterprise if they are willing to. Its after-tax profit has 

to first be used to pay dividends on its shares and then be retained by the 
enterprise, which will transfer it to its reserves or production development 
funds, public welfare funds or collective welfare funds, and reward or labor 
bonus funds. 


3. The leadership systems inside the enterprises differ. In the enterprise 

of the first form, the organ of power is its members assembly or congress, 

which democratically elects the enterprise leading group and decides the pro- 
duction and operation principles and distribution of income for the enterprise. 
In the enterprise of the second form, the organ of power is its staff and 
workers (members) assembly or congress, which democratically elects its board, 
inspection committee, and factory director. The factory director responsibility 
system is implemented. Major policy decisions of the enterprise have to be dis- 
cussed and approved by the staff and workers (members) assembly or congress. 

For an enterprise of the third form, its factory director is appointed by the 
group of combined cooperatives at the upper level. The factory director 
responsibility system is implemented with the support of the intensification 

of the work of the party organizations, management, and trade union. Its staff 
and workers congress is its organ of democratic management. In the enterprise 
of the fourth form, the board of directors is formed by election and the fac- 
tory director is appointed or employed by the board. The factory director 
responsibility system is implemented and should also be supported by the 
intensification of the work of the party organizations, management, and trade 
union, and the role of democratic management by the staff and workers congress 
should also be given play. 


4. The methods of management in the enterprises differ. The management 
methods of our urban collective industrial enterprises are diverse in form. 

Some of the enterprises are managed by the collectives with the power of man- 
agement in the hands of the enterprises. The enterprises operate independently, 
shoulder sole responsibility for their profits and losses, are managed demo- 
cratically, carry out distribution according to labor, and are independent pro- 
ducers and operators. Some of them have assigned their management or rented 

it by contract to individuals or collectives, and the power of management is 
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in the hands of the contractors or rentees, who shoulder responsibility for the 
results of their management. The management of others is in the charge of the 
factory directors who are employed or appointed by the board elected by the 
shareholders or by the upper-level groups of combined cooperatives (or by the 
responsible department). 


5. The power of ownership over the means of production and the power of man- 
agement are unified in some of the enterprises and appropriately separated in 
others. 


a. The means of production are owned by the collective of the enterprise, 
which carries out the production and operation of the enterprise collectively. 
The power of ownership and management in this kind of enterprise is unified. 


b. The means of production are owned by the members of the cooperative organ- 
izations and the management is carried out jointly by the cooperative organiza- 
tions. In such enterprises, the power of ownership and management is separated. 


c. The means of production are owned by the collective of the enterprise, the 
management of which is rented or assigned to individuals or collectives by con- 
tract. The two aspects of power are also separated here. 


d. The means of production are owned by the group of combined cooperatives 
(or responsible department) at the upper level, which employs or appoints a 
factory director to be in charge of the enterprise's management. The two 
aspects of power are separated here too. 


e. The means of production are owned by shareholders in a share enterprise, 
which employs or appoints a factory director to manage it. The two aspects of 
power are separated here too. 


Among the above-mentioned many economic forms and management methods, the main 
form and method should be the collective enterprise in which the enterprise 
owns the means of production and carries out the management and thus unifies 
the two aspects of power. However, we should by no means reject or negate the 
many other forms which separate the two aspects of power. These diverse forms 
with power of ownership separated from power of management not only actually 
exist, but are also necessary for the coordination of the relations of interest 
between various parties. They match the level of development of our productive 
forces and can bring into play the initiative of the producers and managers. 
Therefore, we must give play to the advantages of various economic forms and 
management methods in order to promote the sustained, stable, and harmonized 
development of collective industrial production. 
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PAPER STUDIES ENTERPRISES SHARES SYSTEM 
Part 1 
HK240539 Beijing JINGJI CANKAO in Chinese 2 Jun 86 p 2 


[Article by Gu Tiefeng [7357 6993 7364]: “Implementing a Shares System To 
Restore the Original Features of Collective Enterprises--Discussion on Theory 
and Practice of an Enterprise Shares System (Part One)"] 


[Text] From 13 to 16 May, the administrative bureau of machine building indus- 
try of Shenyang City held a theoretical discussion on the enterprise shares 
system. Some 200 experts, scholars and economic workers from various parts of 
the country explored and studied the problem of the enterprise shares system 
on the basis of combining theories with practice. 


Participating experts and scholars maintained that the implementation of a 
shares system would restore the character, original features and appearance of 
the collective enterprises. 


The work of implementing a shares system by the administrative bureau of machine 
building industry of Shenyang City was started in the Shenyang miniature com- 
pressor plant and the Shenyang compressor valve plant. Collective enterprises 
were originally economic organizations run by laborers who jointly raised funds, 
owned the means of production, worked together, and employed a method of dis- 
tribution according to work and shares. However, with “leftist" ideology and 
dogmaticism running wild, the form of such organizations was sabotaged. As a 
result, the line of demarcation between ownership by the whole people and col- 
lective ownership became obscured. The sense of responsibility of staff mem- 
bers and workers as the masters of their own enterprises became blunted. 


Shenyang miniature compressor plant and Shenyang compressor valve plant have 
drawn a profound lesson in this regard. 


Shenyang miniature compressor plant was officially established in 1962. Its 
predecessor was a cooperative production group run by shareholders who were 
responsible for the profit and loss of the group. The only old-fashion belt- 
driven lathe was bought by money paid for shares. Tools needed in production 
were brought from home by shareholders. Although production conditions were 
simple and crude, and very often workers' wages could not be paid on schedule, 
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the workers never thought of dissolving the group. On the contrary, they 
united closely, and «'veryone suggested ways and means by which the production 
group could survive. When the plant was officially established, wages for 
workers could be paid regularly. In addition, the plant bought facilities and 
equipment, and paid business tax and profit tax to the state. However, due to 
the influence of the "leftist" ideology of “larger in size and having a higher 
degree of public ownership," some people thought that the higher degree of pub- 
lic ownership the better. The enterprise was gradually turned from a produc- 
tion group, into a cooperative which belonged to a neighborhood committee, into 
a small collective unit which belonged to a district, and finally into a big 
collective unit which belonged to the city. Staff members and workers gradu- 
ally depended on the state, successively drew back their individual shares, and 
gave up their ownership power over the enterprise assets. Staff members and 
workers no longer cared about enterprise business and development of collective 
enterprise was severely hampered. 


ln the reform process over the past 2 years, the administrative bureau of 
machine building industry in Shenyang City has realized that a complete reform 
of the ownership system is a fundamental way of overcoming the various defects 
of collective enterprises. Efforts should be made to restore the character and 
original features of the collective enterprises so that production relations 
will be in accord with the development level of productive forces. Besides, 
the administration of collective enterprises based on state-operated patterns 
should also be changed. The ownership structure inside enterprises should be 
reformed, and administration based on a shares system should be set up. In 
June last year, the bureau gained initial experience implementing a shares sys- 
tem in two collective enterprises on a trial basis. Im March this year, the 
experiment was expanded to 19 collective enterprises, and a small enterprise 
under ownership by the whole people, which was administered according to the 
requirements of a collective enterprise. A better result was achieved in this 
regard. 


Profound changes have taken place in the short period of less than 1 year, in 
the two collective enterprises which have implemented a shares system since 
June last year, with regard to their business management and the mental outlook 
of their staff members and workers. 1) The character and original features of 
collective enterprises have been restored so that the form of collective owner- 
ship is in accord with the present level of development of the productive 
forces. Productive forces have thus been liberated. 2) Since the implementa- 
tion of the shares system, staff members and workers have truly become the mas- 
ters of their enterprises. This has given play to their enthusiasm and crea- 
tivity. Staff members and workers are owners of the assets of the enterprises. 
In the meantime, they are also operators, laborers and beneficiaries. The 
interests of staff members and workers are closely integrated with those of the 
enterprises. When enterprises feel proud of their success, so do their staff 
members and workers. When enterprises suffer losses, so do their staff members 
and workers. Therefore, the sense of responsibility of staff members and 
workers as masters of their own enterprises has been strengthened. They show 
extensive concern for the production and business management of their enter- 
prises. 3) Due to the fact that staff members and workers have become share- 
holders, enterprises may turn their idle consumption funds into production funds 
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to solve the difficulties of the enterprise's insufficient funds. 4) Generally 
speaking, staff members and workers are shareholders for life. They should 
carry out the commitments of running their enterprises. They will take a risk 
in this respect. Therefore, they should double their efforts to pay attention 
to their enterprise's prospects and the growth of their assets. This will over- 
come the tendency for enterprises to seek only partial and short-term interests. 


Part 2 
HK240543 Beijing JINGJI CANKAO in Chinese 3 Jun 86 p 2 


[Article by Gu Tiefeng [7357 6993 7364]: "Implementing a Shares System Is a 
Breakthrough Point in Reforming the Ownership System--Discussion on Theory and 
Practice of an Enterprise Shares System (Part Two)"] 


[Text] Many experts and academics attending the symposium held that the imple- 
mentation of the enterprise shares system is a point of breakthrough in, and 
an important component of, reforming the ownership system. 


Prior to the symposium, the leaders of the Shenyang City machine-building indus- 
try administrative bureau had gone to Beijing to make special reports to the 
State Commission for Restructuring the Economic System, the State Economic Com- 
mission, and the Ministry of Machine-Building Industry. They had also sought 
instructions from Yu Guangyuan, Ma Hong, Liu Guoguang, Jiang Yiwei, and other 
economists on some theoretical issues. Yu Guangyuan said: "The socialist 
shares system is an issue in the category of the structural reform of the form 
of ownership. The shares economy is a form of the cooperative economy and 
represents a new development of the diverse forms of the socialist cooperative 
economy." Ma Hong said: "I favor the implementation of the shares system in 
enterprises. The implementation of the shares system has at least two advan- 
tages: First, it can solve or ease capital shortages; second, it can closely 
link the interests of the state, the collective, and the individual." Liu 
Guoguang said: "I have always favored the enterprise shares system. I think 
not only should collective enterprises institute the shares system but also 
large and medium-sized key enterprises should conduct experiments at selected 
units. If enterprises want to develop lateral associations, they should insti- 
tute the shares system so that the lateral association can develop steadily 

and over a long period." Jiang Yiwei said: "I am all for the implementation 
of the enterprise shares system. You are now conducting experiments on distri- 
bution according to work or bonus distribution according to the number of 
shares held. In the future, you can also share out bonus according to posts 
and economic responsibility assumed, and combined distribution according to 
work with bonus distribution according to the number of shares held." 


The experts and academics attending the symposium fully affirmed the trial 
implementation of the enterprise shares system by the Shenyang City machine- 
building industry administrative bureau. 


--The implementation of the enterprise shares system represents a major break- 


through in reforming the ownership system. Feng Yuzhong, president and asso- 
ciate professor of Liaoning University, said: By instituting the shares system 
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in collective enterprises the Shenyang City machine-building industry admin- 
istrative bureau is setting right the ownership system relationship, which 
represents a highly creative, fundamental reform. Professor Gu Shutang, dean 
of the Economics Institute of Nankai University, held that socialism should 
undergo different stages of development. In the early stage of socialism, the 
coexistence of diverse ownership forms, with the system of public ownership 
as the main body, is more suited to the current development of the productive 
forces. Since diverse forms of ownership are allowed to exist side by side, 
the implementation of the shares system is legal. Facts have proven that 
enterprises instituting the shares system can promote the development of the 
productive forces. In this sense, the existence of enterprises implement ing 
the shares system is both legal and rational. 


--The implementation of the shares system has defined, in terms of economic 
relationship, the status of the workers and staff members as masters of the 
enterprises, and can satisfactorily handle the relationship between the 
interests of the state, the enterprise, and the workers and staff members and 
promote the development of the productive forces. Gu Shutang held: With the 
workers and staff members "procuring shares" in enterprises, the means of pro- 
duction are directly integrated with laborers, the relationship between the 
interests of the state, the enterprise, and the workers and staff members is 
in greater harmony, the role of the workers and staff members as masters of 
the enterprises can easily be brought into play and, since the workers and 
staff members are concerned about the development of the enterprises and their 
economic performance, they will certainly bring into better play their initia- 
tive. 


--The implementation of the shares system can promote lateral economic associ- 
ation among enterprises. Jiang Yiwei held: The implementation of the enter- 
prise shares system has broken down the barriers between localities and depart- 
ments and between different ownership systems and can promote lateral economic 
association between enterprises. Wang Guishan, head of the investigation and 
study office of the economic work department of the Liaoning Provincial CPC 
Committee, held that the implementation of the enterprise shares system can 
promote the lateral flow and rational formation of funds and labor and the in- 
depth development of lateral economic association. 


--Instituting the shares system in collective enterprises is of great value 

to state enterprises. Jiang Yiwei held that the experience gained by the 
Shenyang machine-building industry administrative bureau in experimenting with 
the shares system is not only suited to collective enterprises but is also of 
great value to state enterprises. In theoretical terms he explained various 
questions, such as that the workers in state enterprises should have relative 
ownership and power of operation and should become the main body of the enter- 
prises. He also held that state enterprises should also implement the shares 
system. 
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Part 3 
HK270927 Beijing JINGJI CANKAO in Chinese 4 Jun 86 p 2 


[Article by Gu Tiefeng [7357 6993 7364]: "Theories Concerning the Implementa- 
tion of the Shares System Need Further Exploration--Discussion on Theory and 
Practice of an Enterprise Shares System (Part Three)" ] 


[Text] While studying the shares system, the experts and scholars attending 
the symposium also made an in-depth study of some theoretical issues concerning 
the enterprise shares system. 


The theoretical issues discussed at this theoretical symposium are as follows: 


First, the shares system has emerged at the time required by the development 
of the socialist commodity economy and suits the needs of the development of 
the social productive forces. This is progress. At this theoretical sympo- 
sium, by applying the materialist conception of history of Marxism, all the 
experts and scholars made an analysis of the development of the planned com- 
modity economy based on socialist public ownership in our country and the his- 
torical inevitability which have resulted in the diversification of the owner- 
ship of enterprises and the birth and development of the shares system economy. 
In their theses delivered at the symposium, many experts and scholars stressed 
this basic viewpoint of Marxism: Production relations must suit and promote 
the development of productive forces. This means that the specific pattern 

of the system of ownership of the means of production must be decided by the 
state of development of the social productive forces. 


In the light of this basic viewpoint, in the process of economic structural 
reform, we must carry out the necessary readjustments and transformations of 
ownership relations, which were formed under the long-term influence of 
"leftist" ideology and as a result of the blind pursuit of “making the people's 
communes larger in size and having a higher degree of public ownership," 
according to the objective needs of the development of the productive forces. 


Second, the implementation of the shares system is a reform of the ownership 
structure. As it does not shake the dominant position of socialist public 
ownership, it will generally not change the socialist nature of enterprises. 
Jiang Yiwei said that the shares system we are pursuing has Chinese as well 

as socialist characteristics. He said that basically there are three patterns 
of buying shares to make an investment: 1) Investment made between publicly 
owned enterprises (including whole-people-owned and collective enterprises); 
2) shares bought by the enterprises’ staff and workers; and 3) funds raised 

in society, that is, the individuals in society can buy shares to make an 
investment. Thus, there will be various mixed ownerships; and there will not 
be a demarcation line between whole-people-owned and collective enterprises. 
The only difference between them will lie in the proportion of shares held by 
“state capital.” He believed that as long as public ownership still occupies 
a dominant position in terms of the capital in the whole society, the socialist 
nature of enterprises will not be changed. 
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Third, by upholding the distribution pattern of effecting distribution mainly 
according to work while making the sharing of bonuses according to shares held 
subsidiary, the enterprises shares system can further reform and perfect the 
distribution system within enterprises. The experts and scholars attending 
the symposium believe that at the present stage, as the patterns of ownership 
systems are not unitary, the patterns of distribution systems should surely 
not be unitary. On the premise of effecting distribution according to work, 
the existence of varied distribution patterns, including paying interest and 
distributing bonuses according to shares held should be allowed. 1) Under the 
condition of socialism, after the implementation of the shares system, as pub- 
lic ownership holds a dominant position, the pattern of effecting distribution 
according to work among laborers within this general framework will also be 

in a dominant position. 2) As the use of the means of production and capital 
should be compensatory, distributing share interest and bonuses according to 
shares should also be allowed and the small quantity of nonlabor income should 
also be made legitimate. 3) As long as we adopt the necessary restrictive 
measures through laws and decrees like taxation, we can prevent the emergence 
of a stratum of exploiters. 


The experts, scholars, and economic workers attending the symposium believe 
that some issues still need further exploration and study. 


l. The issue concerning the nature of bonuses. Some people hold that as the 
distribution of bonuses to individual shareholders in society is a kind of 
exploitation of the labor of other people, its exploitative nature should be 
recognized. Therefore, it should not be regarded as an extension of the value 
of labor and of the pattern of distribution according to work. However, the 
existence of this kind of distribution should be allowed. Some other people 
believe that this kind of bonus is a kind of distribution according to work 
and does not have an exploitative nature. 


2. The issue concerning issuing shares in society. Most people believe that 
we should issue shares not only inside enterprises but also outside enterprises. 
However, some others believe that the issuance of shares should be strictly 
limited to within enterprises and that it is not appropriate to issue shares 

to individuals in society. 


3. The issue concerning the scope of the implementation of the shares system. 
Most people believe that at present the shares system can be implemented in 

both whole-people-owned and collective-owned enterprises. Some comrades believe 
that it should also be tried out in the large and medium-sized key enterprises. 
But some people maintain that it is not appropriate to implement the shares 
system in whole-people-owned enterprises; and some others hold that at present 
the shares system can only be tried out within a smaller scope and that it is 
not proper to carry it out in most enterprises. 


4. The issue concerning the control of the shares of individuals. Some people 
believe that the shares held by individuals should be controlled and that the 
proportion of shares held by individuals in the total shares of an enterprise 
should also be restricted. Some others maintain that as long as the state 
ensures in general the dominant position of the public shares, the shares held 


by individuals in a specific enterprise should not necessarily be restricted. 
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5. Regarding the structure of leadership in an enterprise after the implemen- 
tation of the enterprise shares system, some people hold that the director 
responsibility system under the leadership of a board of directors should be 
adopted. And some others maintain that it is not necessary to set up a board 
of directors, but necessary to bring further into play the role of workers and 
staff representative assemblies. 
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1986 


ECONOMIC MANAGEMENT 


ACHIEVEMENTS OF COUNTIES CARRYING OUT REFORM NOTED 
HK231536 Chengdu Sichuan Provincial Service in Mandarin 0930 GMT 22 Jul 86 


[Text] The counties which are conducting experiments in rural comprehensive 
reform have developed their economy relatively quickly and gradyally changed 
their outlook. 


Our province began the work of conducting experiments in rural comprehensive 
reform in counties in 1979. The number of counties conducting experiments has 
gradually increased from 3 to 37. The counties conducting experiments in re- 
form have assumed financial responsibility for their work and the provincial 
authorities have formulated certain special policies for them. 


With a view to fulfilling or overfulfilling their quotas, all these counties 
have vigorously readjusted their production structure, reformed their economic 
and administrative organs, and reduced the number of their nonproductive per- 
sonnel. At the same time, they have extensively popularized all forms of the 
system of contracted responsibilities so that all trades, professions, and 
production units throughout the counties can be linked together through con- 
tracts and they can supplement and promote each other. The peasants’ produc- 
tion responsibility system, workers’ economic responsibility system, commer- 
cial personnel operation responsibility system, cadres’ personal responsibility 
system, and science and technology personnel technology responsibility system 
have been closely integrated, the enthusiasm of all quarters have been fully 
aroused, and the economy of whole counties has quickly developed. 


According to the investigation conducted in, and statistics compiled by, 

seven different kinds of counties, including Guanghan, Qionglai, Xindu, Hongya, 
Fengjie, Gulin, and Hechuan, compared with that in 1978 average industrial and 
agricultural output value in 1985 increased by 137 percent, the gross output 
of grain by 24.3 percent, township enterprises’ grosg output value by 673 per- 
eent, financial revenue by 95.2 percent, and rural per capita income by 34.8 
percent. They were much higher than the province's average levels. The out- 
look of the counties conducting experiments in comprehensive reform has pro- 
foundly changed. According to the incomplete statistics of Guanghan, Qionglai, 
and Xindu, which were the first three counties conducing reform, since 1978, 
some 40 percent of peasant households have built houses; the floor space of 
buildings newly-built in the three counties with financial appropriations or 
with profits retained by enterprices, including cultural, educational, and 


58 








public health facilities, office buildings, as well as living quarters in 

cities and towns, totals over 1 million [word indistinct]; and the majority of 
townships have built cinemas, clinics, and cultural centers. At present, the 
relations between the cadres and the masses in these counties conducting experi- 
ments in comprehensive reform are closer, the grassroots party work and the 
building of political power have been strengthened, social order is good, people 


live and work in peace and contentment, and a picture of prosperity is emerging 
in the urban and rural areas. 
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ANHUI RADIO REVIEWS RESULTS OF ECONOMIC REFORM 
0W251321 Hefei Anhui Provincial Service in Mandarin 1000 GMT 24 Jul 86 
[Station Commentary: "Active Reform and Beneficial Exploration"] 


{Excerpts} Early last year, the provincial CPC Committee and government desig- 
nated 22 countries, including Fengyang and Dangtu, for trial of reform of the 
economic structure at county level. In carrying out this experiment, which is 
quite broad in scope compared with experiments in other parts of the country, 
the various departments at the provincial, prefectural, and county levels have 
done a great deal of effective work. In the past year and more, the 22 counties 
have smoothly implemented reform. They have achieved speedy economic develop- 
ment and better economic results last and the good momentun in economic develop- 
ment continued in the first half of this year. 


We must fully affirm the achievements of our province in comprehensive reform 
of the economic structure at county level. However, there exist some problems 
and shortocmings for which we must find a solution. First, we must enhance our 
understanding of the comprehensive reform of the economic structure at county 
level, have a firm attitude to reform, and adopt reliable measures. We must 
overcome obstructions and resolutely implement reforms when we are sure of the 
problem; when we are not sure we should try to solve it while carrying out our 
work, At the same time, we must firmly implement supplementary reform measures. 
Secondly we must vigorously promote lateral economic association, develop 
village and town enterprises, and earnestly implement and improve on reform 
measures taken. Government organizations should change their functions and 
enhance macroeconomic management. Party and government leadership at all levels 
should further emancipate their minds, be bold in practice and research into 
finding out the laws of reform, improve the various categories of management 
expedite the smooth progress of comprehensive reform of the economic structure, 
and make more contributions to enhancing the province's economic strength. 


/12232 
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ECONOMIC MANAGEMENT 


FUJIAN CONFERENCE ON ECONOMIC REFORM HELD 
0W290447 Fuzhou FUJIAN RIBAO in Chinese 19 Jul 86 p 1 


[Excerpts] The provincial work conference on reform of the economic structure 
in 1986 convened by the Fujian Provincial Government was held in Fuzhou 17 July. 
The conference focused on the achievement of developing lateral economic coop- 
eration and related issues. 


Vice Governor You Dexin presided over, and Vice Governor Wang Yishi addressed 
the conference. 


In recent years, lateral economic cooperation has rapidly developed in Fujian 
Province. According to statistics, Fujian Province has established various 
modes of lateral economic ties with 28 provinces, municipalities and autonomous 
regions, 25 central departments and their affiliated units, as well as with 
Qinghua University and 9 other key universities. Governments of other provinces, 
at or above prefectural and city level, have established 48 offices in Fujian 
Province. A total of 41 prefectures, cities, and counties in Fujian Province 
has established friendship ties with counterparts in other provinces, munici- 
palities, and autonomous regions. More than 5,200 enterprises have joined 

over 2,200 economic associations with close, fixed, or long-term economic 
cooperation ties. 


To develop lateral economic cooperation more extensively and intensively in 
Fujian Province, Comrade Wang Yishi stressed that we must first enhance our 
understanding ideologically for the development of lateral economic cooperation, 
and also further emancipate our minds. We must realize that the development 

of lateral economic cooperation is an inevitable requirement for developing a 
socialist commodity economy, and is also in keeping with the needs of opening 
the province to the outside world. Through cooperation, we can hasten develop- 
ment of resources, develop export products to earn foreign exchange, and en- 
hance product competitiveness on the international larket. Through cooperation, 
we can accelerate infrastructural construction, improve the investment environ- 
ment, and enhance the ability to attract foreign capital. Through cooperation, 
we can quicken the importation of technology, facilitate the absorption, diges- 
tion, and innovation and of management expertise, transform the existin enter- 
prises and traditional industries, and enhance our self-reliance capab. vy. 
Throug’ cooperation we can also step up development of special economic es 
and zox.«<s open to foreign investments, thereby projecting our economic s, th 
at home and abroad. 
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Wang Yishi concluded: Reform of the economic structure is a great event of the 
whole party. To ensure its smooth progress, the party committees and govern- 
ments at all levels must sterngthen leadership over this work. In formulating 
reform programs and carrying out the various reform measures, the various locali- 
ties, departments, and enterprises must draw up detailed plans, take into full 
account problems likely to arise, and adopt corresponding measures to tackle 

the problems. Problems which crop up in the course of reform must be promptly 
studied and solved. We must also further improve the environmemt for reforn, 

and push the development of lateral economic cooperation in the province. 
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FUJIAN CONTINUES COMMERCIAL MANAGEMENT REFORMS 
OW241427 Beijing XINHUA Domestic Service in Chinese 0046 GMT 24 Jul 86 
[By reporter Liu Xianpeng, correspondent Wu Yilong] 


[Excerpts] Fuzhou, 24 July (XINHUA)--The Fujian provincial CPC Committee and 
the provincial People's Government have taken active measures to revitalize 
enterprises as a means to promote reform of the commercial circulation system. 


Two years ago, the provincial Party Committee and the provincial government 
actively supported the demands of managers in promoting commercial enterprise 
reform. As a result, the management of a large number of enterprises had be- 
come more open, and social and economic .cesults have markedly improved. However, 
decisionmaking powers have not been duly delegated to most of the enterprises, 
thereby hindering their transformation and development. 


Leading comrades of the provincial Party Committee have called on leaders at 
various levels to earnestly implement the central authorities’ regulations on 
delegating powers to the enterprises, and to return such powers to them if 
they have been confiscated. The leading comrades of the provincial People's 
Government, the Departments of Finance, Taxation, Banking, Commodity Price 
Control, Planning, and Labor and Personnel, and the Industrial and Commercial 
Administration have attentively heard and studied opinions by commercial enter- 
prise managers, and have taken appropriate measures in this respect. The pro- 
vincial government has reaffirmed that, in accordance with state regulations, 
profits retained by commercial enterprises are subject to disposal by the 
enterprises. Enterprises are also authorized to set prices for commodities 
according to product quality and to the seasons. 
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ECONOMIC MANAGEMENT 


GANSU RADIO URGES GOOD ATMOSPHERE FOR PLANT MANAGERS 
HK250213 Lanzhou Gansu Provincial Service in Mandarin 2200 GMT 24 Jul 86 


("Chat for Everybody" by (Li Zengjiang): "Create a Relaxed Environment for 
Promoting the Plant Manager Responsibility System"] 


[Excerpts] (Qi Jianji), manager of the Lanzhou silk textile mill, acted as a 
pioneer in reform, but was investigated by the departments concerned for his 
pains. The Lanzhou City CPC Committee and government leaders personally went 
to the plant to find out the situation. They affirmed the plant's orientation 
of reform and supported (Qi Jianji's) reforms. This method of providing strong 
support for reformers is worthy of praise. 


Certain people, proceeding from preserving the interests of individuals or small 
cliques, latch onto shortcomings or defects or reformers to make a big fuss, 
seizing upon one point and ignoring the overall picture. Some people go so far 
as to spread rumors and slanders to attack reformers. Others distort the facts 
and write anonymous letters. Others lay false charges to frame people. As a 
result, plant managers who are keen on reform and have the pioneering spirit 

get into an awkward predicament, and the plant manager responsibility cannot 

be implemented in all-round way. 


The leaders at all levels must go deep into reality to investigate and study, 
distinguish between right and wrong, and take a firm and clear-cut stand in 
supporting reform. They must create a relaxed environment for promoting the 
plant manager responsibility system. 


/12232 
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ECONOMIC MANAGEMENT 


GANSU MEETING URGES IMPROVING ENTERPRISE MANAGEMENT 
HK270531 Lanzhou Gansu Provincial Service in Mandarin 2200 GMT 26 Jul 86 


[Excerpts] The second meeting of the provincial leadership group for strength- 
ening enterprise management, which was convened on 26 July, proposed that in 
enterprise work it is essential to correct the trend of only paying attention 
to technological transformation and importation and attaching little importance 
to management; it is necessary to work hard to improve management and ensure 
that good management yields speed, economic results, and reserve strength. 

Vice Governor Zhang Wule presided at the meeting. 


The participants pointed out that Gansu's industrial enterprises underwent a 
relatively great change during the Sixth 5-Year Pian as a result of all-round 
consolidation and initial reforms. However, there are still problems of poor 
management standards and enterprise quality. These are conspicuously expressed 
in bad product quality and high input consumption. This does not meet the de- 
mands of developing production in the enterprises or the requirements of economic 
construction and the people's consumption. 


To encourage the enterprises to become advanced, in connection with Gansu reali- 
ties, the meeting decided to establish the categories of provincial first and 
second class enterprises in addition to the state special, first and second 
classes. By 1990, three to five of the province's large and medium enterprises 
should reach the state first class, about 40 percent should reach the state 
third class, and the rest of the large and medium enterprises and 50 percent 

of the small state-owned enterprises should reach the provincial first class 
level. Most of the other small enterprises should reach provincial second 
class. 
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GUANGXI HOLDS CONFERENCE ON ECONOMIC SITUATION 
HK230305 Nanning Guangxi Regional Service in Mandarin 1000 GMT 19 Jul 86 


[Excerpts] On the evening of 18 July, the regional people's government held a 
telephone conference, urging all departments to increase revenue and cut ex- 
penditure, to ensure balanced revenue and expenditure this year, and to accom- 
plish this year's economic tasks. 


Wang Rongzhen, vice chairman of the regional government, made a speech at the 
telephone conference. In her speech, she first introduced the region's situ- 
ation of economic work in the first half of this year. 


She said: In the first half of this year, the region made new development in 
production and construction of various undertakings. Though the region's agri- 
culture experienced serious natural disasters, the region's total output volume 
of summer grain is still expected to be more than last year. From January to 
June, the cumulative gross industrial output value increased by 5 percent over 
the same period last year, while the financial revenue increased by 8.3 percent. 
Generally speaking, however, the development of the work in the first half of 
this year was not satisfactory. There was a shortage of funds for industry, 

and a drop in grain production. Moreover, the amount of revenue fell short of 
the planned target. 


Comrade Wang Rongzhen said: Leaders of the region have seriously studied the 
spirit of the State Council's urgent curcular on increasing revenue, cutting 
expenditure, and resolutely ensuring balanced revenue and expenditure. They 
analyzed in an all-round way the situation of the first half of this year, and 
sought common understanding on the economic work for the second half of this 
year. That is, we must not change this year's economic development plan. 


In her speech, she urged the leaders at various levels to take resolute measures 
for doing well the task in the following areas: 


First, we should do well in agricultural production, particularly the late rice, 
and should strive for a large increase in late rice production, so as to accom 
plish this year's production plan. At present, we must do well in putting the 
summer grain into storage and strengthen our supervision over the grain and 
oils market. 
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Second, we should take effective measures for ensuring the fulfillment of this 
year's industrial production plan. Our current major problems in industrial 
production are slow production growth, poor economic results, decreasing tax 
delivery and profits, increasing losses, rising production cost, overstocking 
of products, increasing liquid capital, no safety in production, and a drop in 
the quality of some products. All localities must adopt effective measures 
to solve them. 





Third, we should strive to fulfill this year's plans of capital construction and 
reforms. At present, we must solve problems concerning the growth of investment. 
Our capital construction, we must solve the problem that investment in construc- 
tion projects other than production increases too rapidly, and the problem of 
the projects’ quality. 


Fourth, we must seriously do well in increasing revenue and cutting expendi- 
ture, so as to strive for balanced revenue and expenditure this year. In the 
first half of this year, the region's total financial revenue was less than 

50 percent of the planned quota. But the expenditure was increased too rapidly. 
There are already deficits in the region's budget. We must therefore seriously 
solve them. 


Fifth, we must do well in keeping the circulation channels clear, as well as 
trading withint the outside China. commercial departments should help indus- 
trial enterprises sell overstocked products and help distribute the products 
to the rural areas. 


Wei Chunshu, chairman of the regional people's government, presided over the 
telephone conference and made a speech. 
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HEBEI MEETING CALLS FOR PROMOTING ECONOMIC WORK 
SKO10252 Shijiazhuang Hebei Provincial Service in Mandarin 2200 GMT 23 Jul 86 


(Text] From 19 to 23 July, the provincial government held a meeting of prefec- 
ture commissioners and city mayors to discuss ways for further facilitating the 
reform of the economic structure and economic work in the second half of this 
year. The meeting called on all localities to persist in reform and redouble 
their efforts to achieve the economic work in the second half of this year. 

The meeting called on all localities to grasp the following few tasks: 


First, they should persistently support and protect reform and make ceaseless 
efforts to promote reform. In line with the demands of the central authorities, 
all prefectures, cities, and departments should organize forces to conduct a 
general investigation on the situation in delegating power to the enterprises, 
find out where the problems lie, eliminate obstacles, and delegate to the 
enterprises all the power that should be delegated to them in order to enhance 
their vitality. All localities should unswervingly persist in flexibie measures 
for enlivening the enterprises and helping them increase production and income. 
Leading comrades at all levels should neither take a vacillating attitude nor 
lose touch with reality, but should further emancipate their minds, boldly sup- 
port reform, protect the enthusiasm of reformers, and seize the opportune 

moment to deepen the reform work in all fields so as to promote a profound 
development of economic construction. 


Second, they should resolutely fulfill this year's national economic plan. The 
industrial front should make the most of the favorable conditions and redouble 
their efforts to ensure the fulfillment of the goal of increasing the total 
annual industrial output value by 8 percent over that of last year. The agri- 
cultural front must not change the annual target for producing 40 billion jin 
of grain. The localities with good conditions for production should make 
efforts to increase their production. 


Third, they should vigorously improve operation and management in order to 
upgrade economic results. The departments in charge of economic work at all 
levels should give careful instructions, strengthen supervision and examina- 
tions, help the enterprises eliminate difficulties, strive to create good 
external conditions for helping the enterprises improve operation and manage- 
ment, and make efforts to create favorable conditions for upgrading their man- 
agement level. Simultaneously, all enterprises should strive to upgrade the 








quality of products, foster an idea of competing with each other for markets, 
struggle for existence and development, and be brave in pioneering international 
markets in an effort to export more and create more foreign exchange. 


Fourth, they should strive to increase revenue and strictly control expenditure. 


Fifth, they should firmly grasp grain production. While grasping the produc- 
tion of autumn grain, all localities should make timely preparations for sowing 
wheat in the autumn in an effort to sow more and better wheat and in order to 
make a new development in next year's wheat production. 


The meeting emphatically pointed out: The tasks in the second half of this 
year are extremely heavy. Thus, all fronts should firmly grasp their work in 

3 months, such as July, August, and September, which are regarded a key period. 
[f they successfully grasp the work in this period, they will be able to gain 
momentum. 


/12766 
CSO: 4006/1231 


69 































JPRS-CEA-86-097 
22 August 1986 


ECONOMIC MANAGEMENT 


SHAANXI CONTROLS CAPITAL CONSTRUCTION SCALE 
HK270514 Xian Shaanxi Provincial Service in Mandarin 2330 GMT 24 Jul 86 


[Text] The 4-day provincial work conference on key capital construction con- 
cluded in Xian yesterday. The conference stressed that it is necessary to 
further control the capital construction scale and examine projects under con- 
struction so as to ensure the strengthening of key project construction. 


The conference believed that in the first half of this year, the province slowed 
down the growth of its capital construction and turned investment trend more 
rational, thus improving economic results in investment. However, some prob- 
lmes still exist, such as the failure to properly carry out local projects, 
shortage of construction funds, and excessive investment in some costly pro- 
jects. 


The conference stressed that to properly resolve these problems, we must con- 
trol capital ccnstruction size well under the plan set by the provincial 
Planning Commission and examine all porjects under construction. Projects not 
covered by state plans must be stopped immediately. Projects covered by state 
which have not yet been guaranteed funds and raw materials, lack required con- 
ditions, yield poor economic results in investment, and have backward tech- 
nology and unnecessary duplicate projects must be stopped or delayed. Without 
approval, it is not allowed to wilfully expand the size and upgrade the design 
standard of projects under construction. It is necessary to strictly control 
new projects. No prefectures, cities, and departments are allowed to arrange 
new projects in the second half of this year. Projects that were arranged in 
the first half of this year must be carried out in strict accordance with capi- 
tal construction procedures by units possessing required conditions and with 
the approval of the higher authorities. 


The conference pointed out that while controlling the general size of capital 
construction, it is necessary to speed up the construction of key projects. 
Efforts should be made to first ensure the funds, raw materials, equipment, 
and current funds needed in key construction projects. The conference decided 
on spending the whole month of August examining and readjusting capital con~ 
struction projects. 


During the conference, Vice Governor Zhang Bin listened to reports and de- 
livered a speech. 
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SHANDONG ISSUES PREFERENTIAL POLICIES ON JOINT BUSINESS 
SK232304 Jinan Shandong Provincial Service in Mandarin 2200 GMT 22 Jul 86 


[Text] To bring into full play the strong points of the province's natural re- 
sources and to actively develop economic contacts with other provinces, the pro- 
vincial People's Government recently published the following policies on prefer- 
ential treatment in developing lateral economic associations and technical coor- 
dination: 


1. In line with the jurisdiction of specific departments, efforts should be 
made to give priority to making arrangements for investment planning, land 
requisition, building operation, building materials for the construction pro- 
jects with outside investments, and joint-venture business. Preferential 
treatment can be given for these construction projects with outside investments, 
and joint-venture business. Preferential treatment can be given for these con- 
struction projects in providing the necessary material soruces, labor forces, 
and speces. If the investment quota of outside investors is strained, our 
province's investment will be available. In distributing profits, outside in- 
vestors may share the output value and profits in line with the agreement and 
the rate of investment. They may also enjoy the retention of foreign exchange 
if their products are export commodities. 





2. In dealing with products and commodity prices of joint-venture enterprises, 
products whose raw materials and energy resources have been dealt with by joint- 
venture enterprises themselves will not be put under the allocation plan, not 

be restricted within distribution quota, and can be consumed or sold by them- 
selves. Product prices, except for those specified in the special provisions 
issued by the state, can be fixed through consultation of both sides. Efforts 
should be made to give preferential treatment in line with the agreement outside 
investors in dealing with products the raw materials and energy resources of 
which have been covered by the province's plan for material supply. Products 
the raw materials of which are more abundant in the province can be mostly or 
completely dealt with by outside investors. 


3. In dealing with profits and taxes of joint-venture enterprises, efforts 
should be made to carry out profit retention in line with the rate of investments 
and to follow the principle of figuring out shares first and then paying taxes. 
Outside investors may pay their income tax to their own localities, The reten- 
tion rate of outside investors in the profits earned from products with low re- 
turns and large investment may be higher than that of investment. These outside 
investors may enjoy the reduction or exemption of income and regulatory taxes 

in line with the actual situation. 
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4. Enterprises independently opened by outside investors in our province can 
be operated by them independently. These outside investors are also respon- 
sible for dealing with profits earned from their enterprises and may enjoy 

more preferential treatment than that of joint-venture business in tax revenues. 
Meanwhile, efforts should be made to render services to them in areas of space, 
energy resources, labor forces, and others. 


5. Enterprises opened by outside investors in the economic developmental zones 
of Qingdao and Yantai may enjoy preferential treatment in line with related pro- 
visions. Developmental enterprises jointly opened in the old revolutionary 
bases, the coastal areas, and poor areas throughout the province may enjoy the 
reduction or exemption of income tax in line with the actual situation. 


6. Units that have made contributions to helping our province conduct technical 
renovations and progress among existing enterprises may enjoy preferential 
treatment by receiving payment immediately, gaining a certain rate retention 

of profits, or receiving compensation of some products and local materials. 


7. Personnel who have made contributions to providing economic technology and 
information and reasonable suggestions to our province, as well as having done 

a good job in recommendation or introduction, can receive an award or payment in 
line with the extent of their contributions. 


8. Specialized engineers or technicians who have come to our province to help 
enterprises overcome technical difficulties, improve technical management, and 
conduct technical guidance, may enjoy preferential treatment in pay. Funds 
for the better pay of these specialized personnel can be raised by the units 
that have received their assistance. Those who have made marked contributions 
should be awarded with great prizes. Those who are willing to settle down in 
the province may enjoy preferential treatment in making housing arrangements, 
changing their family members from agricultural household registration to non- 
agricultural registration and making school or job arrangements for their 
children in line with related provisions issued by the state. 


9. Enterprises which have joined lateral economic associations with outside 
units may enjoy preferential treatment of transportation means for their mater- 
ial exchange and their product compensatory measures. 


10. Economic associations and technical coordination must be established by 
signing contracts or agreements that must be honored by both sides and should 
be protected by law during the implementation period. 


{12232 
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ECONOMIC MANAGEMENT 


YUNNAN: HE ZHIQIANG CALLS FOR REFORM OF ECONOMIC STRUCTURE 
HK231519 Kunming Yunnan Provincial Service in Mandarin 1000 GMT 22 Jul 86 


[Excerpts] At the provincial meeting of county governors held by the Provincial 
People's Government yesterday, Governor He Zhiqiang stressed: It is necessary 
to penetratingly cerry out reform of the economic structure so as to promote the 
continuous economic development of the whole province. 


Governor He Zhiqiang said: In the wake of the deepgoing development of reform 
and of the separation of government administration from enterprise management, 
government work, ranging from its guiding ideology to its method of administra- 
tion, is changing. The new situation must be promptly studied so as to meet 
the needs of reform and economic and social development. Therefore, strength- 
ening the work of governments at all levels is an objective requirement of 
current and future reform and economic development. 


He Zhiqiang pointed out: To completely fulfill the plans for reform and eco- 
nomic and social development for this year and to make a solid step in the 

first year of the Seventh 5-Year Plan, in accordance with CPC Central Committee's 
requirements for reform of the economic structure, we must unswervingly, pru- 
dently, and safely push forward reform of the economic structure. The general 
aim of reform is to basically lay a foundation of the socialist economic struc- 
ture which has Chinese characteristics and is full of vitality. The Seventh 
5-Year Plan proposes that in building a modern socialist economic structure, 

we should mainly grasp well three aspects. We can also call them three big 

tasks of reform: 


1. It is necessary to further strengthen the vitality of enterprises, particu- 

larly large and medium-sized enterprises under ownership by the whole people, so 
that they can really become producers and operators of socialist commodities who 
are relatively independent, operate with the initiative in their own hands, and 

assume sole responsibility for their profits and losses. 


2. It is essential to develop socialist planned commodity markets and to 
gradually perfect the system of the markets. 


3. Direct state control over the operation of the enterprises must gradually 


change to indirect control. The state must mainly take economic measures, 
legal measures, and administrative measures, if necessary, to control and readjust 
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economic operation. In the second half of this year, centered on the principle 
of consolidation, digestion, replensihment, and improvement, we have much work 
to do. 


Regarding economic work, He Zhiqiang said: The provincial CPC Committee and 
provincial government have studied on many oc ;ions the problem of the speed 

of economic development of our province. 7 ey have held that economic develop- 
ment of our province last year was, on the whole, normal but some problems which 
needed solution still existed. The development of township enterprises just 
started. We must speed it up. 


He Zhiqiang emphatically pointed out: Reform of the economic structure is a 
profound change. Governments at all levels must strengthen leadership. The 
tasks of the economic work in the second half year are very arduous. Leaders 

at all levels must personally work and do well in grasping the weak links. We 
must analyze and study the enterprises one by one which have not fulfilled their 
quotas well and take measures to solve the problems. We must strengthen ideo- 
logical and political work, improve leadership style, understand the situation 
of lower levels, go deep into realities, not strive for fame, work in a down- 
to~earth manner, and help the grassroots solve their problem. 


{12232 
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ECONOMIC MANAGEMENT 


YUNNAN MEETING ANNOUNCES COOPERATION PROJECTS 
HK270637 Kunming Yunnan Provincial Service in Mandarin 2200 GMT 26 Jul 86 


[Excerpts] The second Yunnan provincial meeting to announce external economic 
and technical cooperation projects was held in Kunming on 26 July. On behalf 
of the provincial government Vice Governor Zhu Kui announced a list of 85 such 
projects to 100 newsmen, financiers, traders, and businessmen from Hong Kong, 
Macao, and a number of foreign countries. 


The key sectors involved in this cooperation project effort are as follows: 
Mining and mineral processing, focusing on non-ferrous metals; tropical crops 
and their processing, focused on rubber, spices medicinal herbs, and fruit; 
mining development and chemical industry development, focused on phosphates, 
coal, and salt; the processing of agricultural and sideline products, with 
the focus on tobacco, sugar, and tea, and the comprehensive use of animal 
products; forestry and chemical industry; the building materials industry, 
focused on marble, granite, diatomite, and glass; the machine-building and 
electronics industries; the light and textile industries, focused on paper, 
leather, plastics, clothing, and textiles; the food industry; and tourism, 
focusing on Kunming, Shilin, Dali and Xishuangbanna. 


Vice Governor Zhu Hui said: We held Yunnan's first meeting to annoucne exter- 
nal economic and technical cooperation projects in Beijing in March last year. 
A total of 112 projects were announced. Thanks to extensive support from in- 
side and outside the country, and especially from the newsmen, financiers, and 
businessmen of Hong Kong and Macao, we held international economic and techni- 
cal cooperation and trade talks in Hong Kong in May the same year, at which 

87 cooperation contracts and agreements were signed. This figure accounted 
for 77.6 percent of the projects announced, 


We are holding another project announcement meeting today so as to better im- 
plement the principle of opening up to the world and to enable the compatriots 
of Hong Kong, Macao, and Taiwan and our foreign friends to gain a better under- 
standing of Yunnan, to further expand bilateral cooperation under the principle 
of mutual benefit, and to work together to exploit Yunnan's resources and spur 
the province's economic invigoration. 


{12232 
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ECONOMIC MANAGEMENT 


BRIEFS 


CAPITAL CONSTRUCTION INVESTMENT--Beijing, 18 Jul (XINHUA)--China has achieved 
results in curtailing the expansion of capital construction investment. The 
total investment in capital construction for the first half of this year was 
33.67 billion yuan, showing a 7.9 percent rise over last year's corresponding 
period, while the growth rate for January-June last year was as high as 43.5 
percent compared with the corresponding period of 1984. The number of capital 
construction projects in progress and new projects undertaken during the first 
6 months of this year were cut by 1,250 and 4,900 respectively, compared with 
last year's corresponding period. On the other hand, more projects were com- 
pleted during the first half of this year than in the same period of last year-- 
5,602 projects were completed and put into operation, an increase of 2,151. 
[Summary] [Beijing XINHUA Domestic Service in Chinese 0156 GMT 18 Jul 86 OW] 
/12766 


FUJIAN PROMOTES ECONOMIC TIES--Fujian Province has made a good beginning in 
promoting lateral economic ties in recent years. According to statistics 
released by departments concerned, Fujian has established lateral economic 
associations of various forms and nature with 28 provinces, autonomous regions, 
and municipalities; as well as 25 ministries and their subordinate units; and 
10 major universities including Qinghua University. Governments at and above 
prefectural and city levels outside the province have set up 4% offices in 
Fujian, and 41 prefectures, cities, and counties in the province have estab- 
lished sisterhood relationships with their counterparts in other localities. 
Over 2,200 joint economic entities with 5,284 participating enterprises have 
been established on the basis of close cooperation, quasi-cooperation, or long- 
term cooperation. [Excerpt] [Fuzhou Fujian Provincial Service in Mandarin 
1030 GMT 17 Jul 86 OW)/12766 


XINJIANG FORUM ON DEVELOPMENT STRATEGY--The Xinjiang forum on economic and 
social development strategy, which had lasted a week, concluded in Urumqi on 

26 July. Regional CPC Committee Deputy Secretary Zhang Sizue attended the forum 
and spoke. In dealing with the etudy of problems of economic strategy, he said: 
We must grasp the scudy of economic strategy as an important task. Particularly 
under tiie new historical conditions of reform, opening up, invigorating, and 
developing the socialist commodity econcy, we must gear our work to the needs 
of modernization, the world, and the future and study our Xinjiang's economic 
development strategy very well. This is, in a sense, the first thing we have 

to do to develop and build Xinjiang. He emphatically pointed out: We must 
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really adopt a socialist democratic attitude in our study of economic theory. 
We must advocate that we boldly study and explore the important practical prob- 
lems, speak about the sensitive problems without any inhibitions, and allow 
free discussion of different academic views and different schools of thought. 
We must change the closed-type theoretical study to an open-type theoretical 
study and internal discussion of a hundred schools of thought to contention of 
a hundred schools of thought. At the forum on theoretical discussion, repre- 
sentatives explored and studied the region's economic development strategy in 
all aspects. On this basis, they put forward a written proposal on 11 issues 
to the regional CPC Committee and People's Government. [Text] [Urumqi 
Xinjiang Regional Service in Mandarin 1200 GMT 29 Jul 86 HK]/12766 


GUANGDONG INVIGORATING ENTERPRISES DISCUSSED--According to NANFANG RIBAO, 

from 24 to 26 July, provincial leaders including Ye Xuanping, Liu Weiming, and 
Kuang Ji held a forum with 16 plant managers and directors to explore the ques- 
tion of invigorating the enterprises. The managers and directors came from 
large and medium enterprises in various sectors and places in the province. 

The emphatically pointed out that, to invigorate the enterprises, people must 
not rest content with stressing the difficulties. It is essential to turn the 
vision inwards and base efforts on internal reforms in the enterprises, so as 
to overcome the difficulties and create excellert economic results. They said: 
To invigorate the enterprises, we must staunchly rr: tice the plant marager 
responsibility system and the system of assigning 7 <6 to be reached during 
a plant manager's term of office, and strengthen t  — ‘duction command setup. 
They suggested that the implementation of the plant manayer's responsibilities, 
powers, and interests be guaranteed by law. [Text] [Guangzhou Guangdong 
Provincial Service in Mandarin 0300 GMT 27 Jul 86 HK] /12232 


GUANGZHOU HONORS ENTERPRISE WINNERS--Guangzhou, 19 July (XINHUA)--Certificates 
of honor were issued Friday by the city government of Guangzhou to factories 
whose products had won international prizes. These included the Baiyun Radio 
Factory, whose cassette tape recorder won a gold medal at an international fair 
in Hungary. Also commended were Guangzhou Dongfang Hotel, a gold medal winner 
at an international competition for hotels hosted by Spain, as well as sportsmen 
and sportswomen who had won in world sports meets, Observers here view this 

as part of the effort made by the city to go international. This capital of 
Guangdong Province is one of those designated to pioneer China's open door 
policy. [Text] [Beijing XINHUA in English 1456 GMT 19 Jul 86 OW] /12232 
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FINANCE AND BANKING 


GUANGDONG FIRMS RAISE CAPITAL BY ISSUING BONDS 
0W301303 Beijing XINHUA in English 1156 GMT 30 Jul 86 


["News Feature: Guangdong Bond Experiments Helps Enterprises Prosper"--XINHUA 
headline] 


[Text] Guangzhou, 30 Duly (by XINHUA correspondents Jiang Zhouzhong and Jiang 
Shunzhang)--A construction company here had a problem: contracts for buildings 
for the next few years had been signed, but they lacked the cement it would need 
to do its work. 


A new cement factory was to open in 1988, just about the time the cement would 
be crucial, but it needed more moeny than it had received from the local govern- 
ment. 


The state still controls the bulk of the supplies of cement and other important 
construction materials. But in recent years, building materials factories 

are allowed to retain whatever is left after meeting government output quotas 
and sell a portion of it on the open market for higher prices. 


The new practice made it possible for the Pearl River cement factory to issue 
bonds to raise funds for its own construction: customers who wanted cement on 
a priority basis could have it--if they bought its bonds. 


So the construction company bought bonds for 3.6 million yuan from the cement 
factory. When the factory opens, the company will be paid in cement--for every 
120 yuan it spent on the bonds, it will get 1 ton of cement from the factory. 


If it no longer needs cement, it can get 156 yuan in return--the capital plus 
interest, according to Qiang Xiudian, an official in charge of the construction 
of the Pearl River cement factory. 


fhe cement~for bonds deal is an unusual experiment, even though the shortages 
that led to it exist throughout China as conatruction and expansion plans con- 


tinue to outstrip the materials industry's production capacity, 


Part of the national reform of China's monetary system, initiated in 1978, the 


Cuangehou experiment ia designed to increase the money supply aud help enterprises 


erow without drawing upen the country's already atretched banking syatem, 


Permission for the unconventional financing was granted by the Guangzhou branch 
of the people's bank of China, the country's central bank. The bank authorized 
the cement factory to raise 30 million yuan with the bonds. 


Officials of the Guangdong branch say more than 850 state-owned enterprises in 
the province have together raised at least 500 million yuan with bonds or 
shares. 


Previously, in Guangdong and elsewhere in China, enterprises received all of 
their outside capital and operating expenses from government grants and bank 
loans. 


Now in Guangzhou some firms have been selling bonds to anyone with the capital 
to buy them, The Foshan Credit and Investment Corporation raised 22.15 million 
yuan in 1984 to build a 995-meter-long bridge. 


Completed in February 1985, the bridge is expected to earn enough money from 
tolls to pay off bondholders in 3 to 5 years, local officials told XINHUA. 


Other enterprises sell bonds to their workers. The Zhaoqing Gourmet Powder 
Factory faised 580,000 yuan form its workers to retool its equipment, enabling 
the state-owned firm to increase its annual output 50 percent to 1,500 tons. 


And some sell their bonds through creative marketing. With apartments at a 
premium in Guangzhou, for example, the Guangzhou Construction Bank raised 12.5 
million yuan for new construction projects by offering bondholders a chance to 
win apartments in a lottery. 


Local banking officials in Guangdong say these lottery bonds and other examples 
of innovative financing have helped ease the banking system's capital shortage. 


But they say the overall effect on the economy can be mixed. "Some enterprises 
have issued bonds from the People's Bank without permission," says one official. 
"Some of these are for projects that aren't really needed, and in China we just 
can't afford to waste any of our resources." 


/12232 
CSO: 4020/396 














FINANCE AND BANKING 


GUANGXI MEETING OF FINANCE BUREAU CHIEFS ENDS 
HK220641 Nanning Guangxi Regional Service in Mandarin 1000 GMT 20 Jul 86 


[Excerpts] The ll-day regional meeting of prefectural, city, and county finan- 
cial bureau chiefs concluded in Nanning on 19 July. This meeting studied the 
recent State Council instructions on financial work, analyzed the region's 
situation of carrying out the budget in the first half of the year, and worked 
out plans for the second half of this year. 


The meeting held: Basing on the production development, the region did well 

in carrying out the budget in the first half of this year. The financial 
revenue collected was about 50 percent of this year's plan, an increase of 8.3 
percent over the same period of last year. However, we should realize that 
there are still some financial problems worthy of attention. First, the growth 
rage of expenditure is so rapid that it exceeds that of revenue. Second, the 
work of financial revenue is far from satisfactory, and there lacks a balance 
among trades and localities. Furthermore, the financial revenue of some cities, 
counties, and departments is dropping. Third, the economic results are not good 
enough. The production cost of budgetary industrial enterprises’ products in- 
creased by 5.55 percent. The amount of overstocked products and losses in- 
creased. Therefore, profit delivery dropped. Fourth, some localities work out 
an expenditure that exceeds their revenue, and carry a deficit budget. We must 
adopt effective measures to deal serioulsy with them. 


After repeated discussion, the meeting proposed several tasks that must be done 
well, First, various localities and departments must convey the spirit of the 
State Council and the regional government's recent instructions on financial 
wor’ down to the grassroots, so as to seek common understanding. At the same 
tim, they should seriously analyze their financial situation and adopt prac- 
tical measures for solving problems. Second, we must carry out level by level 
the goal of controlling expenditure. We must act according to our capabilities 
and muat not have deficit budgets. Thirds, we must do well in collecting rev- 
enue while promoting production and economic results, Fourth, we must satrictly 
coatrol expenditures, 
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FINANCE AND BANKING 


SICHUAN FINANCE, TAX BUREAU DIRECTORS MEET 
HK171057 Chengdu Sichuan Provincial Service in Mandarin 0930 GMT 16 Jul 86 


[Excerpts] In accordance with the instruction of the Provincial Government and 
on the basis of seriously examining and analyzing the work in the first half 
year and correctly understanding the current financial situation, the provin- 
cial meeting of finance and tax bureau directors that concluded recently made 
arrangements for the financial and tax work for the second half of the year. 


The meeting held: The situation in fulfilling the financial quota and in eco- 
nomic development in our province for the first half of this year is basically 
satisfactory. However, half of the quota for revenue for the whole year was 
not fulfilled in half a year. The specific demands are that we must persis- 
tently regard the raising of economic results as the center, grasp production, 
promote circulation, vigorously organize income, and in the light of realities 
and through penetrating investigation and study and feasibility exposition and 
proof, work out and carry out plans for opening up financial sources. 


We must work hard to increase production, practice economy, increase income, 
and reduce expenditure. We must adhere to the principles of keeping expendi- 
cures within the limits of income and doing everything diligently and thriftily 
and strictly control all financial expenditures, particularly fixed assets and 
the amount of funds raised. Projects that should be carried out must be car- 
ried out while those that should be suspended must be suspended. 


[lt is necessary to strictly enforce financial And economic discipline and to 
conduct large-scale inspection of taxes and finances. All places must 
strengthen leadership, be reinforced, correctly implement policies, and really 
do well in the large-scale inspection of taxes and finances. 
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FINANCE AND BANKING 


BRIEFS 


GUANGXI RURAL INSURANCE WORK--Since the beginning of this year, insurance work 
in rural areas of Guangxi Region has vigorously developed. Insurance premiums 
in the rural areas of our region from January to June this year totaled some 
4,914,000 yuan, an increase of 48 percent over the same period last year. The 
region settled 4,653 cases of claims for damage in the first half of this year 
and the amount paid out for damage was 3.01 million yuan. A large number of 
peasant households which had taken out insurance policies and which were hit by 
disasters had economic guarantees. The insurance premiums for rural farming 
and livestock and aquatic product breeding in the whole region had reached 
270,000 yuan by the end of June. [Summary] [Nanning Guangxi Regional Service 
in Mandarin 1000 GMT 18 Jul 86 HK] /12232 


GUANGXI COLLECT MORE TAXES--In the first half of this year, the region collected 
a total of 1.022 billion yuan in industrial and commercial taxes, fulfilling 
53.7 percent of this year's plan. This is marked by two major characteristics: 
First, the tax departments cooperated with other departments to promote produc- 
tion, while supporting economic reform and enterprises’ lateral economic links; 
and second, the tax departments heightened various units’ understanding taxes. 
According to incomplete statistics, the region recovered in the first half of 
this year over 30 million yuan of accrued industrial and commercial taxes. 
[Summary] [Nanning Guangxi Regional Service in Mandarin 1000 GMT 20 Jul 86 HK) 
/12232 


LIAONING TAX REVENUES--In the first half of this year, Liaoning Province's tax 

revenues increase! by 665.9 million yuan, or 10.2 percent, over the correspond- 
ing period of 1985, [Text] [Shenyang LIAONING RIBAO in Chinese 10 Jul 86 p 1 
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FOREIGN TRADE AND INVESTMENT 


PRC TO BUY, MOVE SWEDISH STEEL COMPANY 
BK161724 Hong Kong AFP in English 1718 GMT 16 Jul 86 


[Text] Ronneby, Sweden, 16 July (AFP)--China International Steel is to 
buy Swedish Steelworks in Ronneby, a spokesman of a British company in 
Ronneby who dealt with the state-run Chinese steel group said Wednesday. 


Lennart Schmidt, a spokesman for Ipasco Ltd., a broker for second-hand 
steelworks, told AGENCE FRANCE-PRESSE that a Chinese delegation recently 
spent two weeks in Europe in order to buy steelworks less than ten years 
old. tIpasco Ltd. has proposed Italian, Spanish, British, Belgian production 
units along with those in Ronneby, he said. 


The Chinese delegation was especially interested in the Swedish plants, 
built between 1966 and 1975 with a capacity of 125,000 tons of steel for 
railroad rails. 


Mr Schmidt said that China International Steel wants to double its steel 
production to 250,000 tons a year. 


A buying contract should be signed in September and the Ronneby plants 
should be dismantled from November, the spokesman added without giving 
any price indication. 


The steelworks are to start production during the spring of 1988 in 
Fujian Province. The Ronneby plants are part of the Kockums Jaernverk 
Group, owned by AB Volvo, the biggest Nordic industrial group. 
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FOREIGN TRADE AND INVESTMENT 


SHANGHAI APPROVES 111 SINO-FOREIGN JOINT VENTURES 
0W220411 Shanghai WEN HUI BAO in Chinese 17 Jul 86 p l 
[By WEN HUI BAO reporter Zhang Debao] 


[Text] According to the relevant municipal departments, since Shanghai 
simplified procedures for the establishment of Sino-foreign joint ventures and 
foreign-owned enterprises, the number of Sino-foreign joint ventures has grown 
noticeably. To date, 111 Sino-foreign joint ventures totalling $510 million in 
foreign investments have been approved. 


Of these, some 50 have begun operations or have started building their 
factories. Of the industrial joint ventures that have been set up, about half 
produce goods primarily for export. 


Figures show that of the 111 joint ventures, 62 are industrial enterprises 
with a total investment of over $255 million; 12 are hotels and tall buildings 
with a total investment of $210 million; and the remaining 37 are projects of 
various other categories. These figures show that only 50 percent of the 
money has been invested in industrial projects and that, although the number 
of joint ventures is growing rapidly in Shanghai, the production structure Ils 
quite irrational and the industrial branch is relatively weak. As such, the 
relevant departments hope that foreign firms planning to invest will invest 
their capital in strengthening Shanghai's industrial sector, especially in 
upgrading its technology and equipment. 


To encourage foreign firms to invest in Shanghai's industrial sector, it is 
currently studying the feasibility of introducing new types of Sino-foreign 
joint ventures that can help Shanghai balance its foreign exchange revenue and 
expenditure-- joint ventures that produce what China is importing to meet its 
urgent needs and joint ventures that produce export-oriented goods that can 
bring in wore foreign exchange. Shanghai hopes that the new measures will 
create even greater lnveatment opportunities for foreign firma, 
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FOREIGN TRADE AND INVESTMENT 


SHANGHAI PROMOTES FOREIGN INVESTMENT AREAS 
0W241200 Beijing XINHUA in English 1135 GMT 24 Jul 86 


[Text] Shanghai, 24 July (XINHUA)--The authorities here have decided to 
give preferential treatment, chiefly income tax cuts, to foreign investors 
in almost one-tenth of the city's area, an official said here today. 


Such treatment is available in 523.9 square kilometers, which covers the 
whole of downtown Shanghai, seats of 10 suburban counties, six satellite 
towns and industrial towns. 


“Foreign firms will also enjoy the same treatment if they invest in 
export-oriented farming, forestry and processing projects in the rural 
areas," the official said. Such treatment, similar to certain policies 
implemented only in China's four Special Economic Zones, includes the use 
of land, raw material supplies, marketing, personnel management and use 
of foreign exchange. 


Shanghai is one of the 14 coastal cities with greater authority over foreign 
investment and trade. The municipal authorities now can approve productive 
projects costing up to 30 million U.S. dollars and any nonproductive 
projects, the official said. "We will see to it that foreign firms 
intending to invest in Shanghai receive response from our administrative 
authorities within 30 days after they file applications," he said. 


Shanghai has introduced 1.7 billion U.S. dollars in foreign funds since 
China's policy of opening to the outside world waa adopted in 1979. Moreover, 
it has set up 180 Sino-foreign joint ventures, cooperative businesses and 
enterprises with sole foreign investment during that period, 
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FOREIGN TRADE AND INVESTMENT 


SHANGHAI ISSUES FOREIGN BUSINESS REGULATIONS 
OW250106 Beijing XINHUA in English 0015 GMT 25 Jul 86 


[Text] Shanghai, 25 July (XINHUA)--Shanghai has issued its first local 
“regulations for application, examination and approval of Sino-foreign 
joint ventures, cooperative enterprises and foreign businesses in China." 


The regulations will go into effect 1 August, Lu Guoxian, vice-chairman 
of the Shanghai Municipal Commission of Foreign Economic Relations and 
Trade, said here today. It will help investors and departments concerned 
to comply with and carry out the economic regulations, define their 
duties, simplify formalities and boost economic efficiency. 


According to the regulations, projects selected by both Chinese and 
foreign investors should be based on Shanghai's economic orientation and 
program of absorbing foreign capital and technology. 


Except for those that are subjected to the examination and approval by 
state council departments in accordance with law, all Sino-foreign 
joint-venture and cooperative enterprises, and foreign businesses in 
Shanghai will be solely examined and approved by the Shanghai Municipal 
Commission of Foreign Economic Relations and Trade. 


The commission will give a definite reply to a proposed project within 
30 days starting from the day it receives the application documents, and 
issue an instrument of ratification within the following ten days. The 
proposal must be sent to the commission along with a feasibility study 
report, a contract and constitution for the project to be started. 


Investors who receive an instrument of ratification will be required to 
register with the Shanghai Municipal Industrial and Commercial Administration 
and get a business license within 30 days. This regulation will also be 
applicable to overseas Chinese, Hong Kong and Macao investors. 


So far, Shanghal has approved 110 Sino-foreign joint ventures, 66 
cooperative enterprises and two foreign businesses, absorbing direct foreign 
investment of 1.3 billion U.S. dollars. 
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FOREIGN TRADE AND INVESTMENT 


TIANJIN TO OPEN 8 PROJECTS FOR INTERNATIONAL TENDERS 


HK160445 Hong Kong SOUTH CHINA MORNING POST (BUSINESS POST) in English 16 Jul 
p 3 


{By Paul Sham] 


[Text] Eight major development projects in Tianjin--representing U.S.$6 
billion worth of business--are to be opened to international tenders to 


attract wider foreign participation. 


This was stated yesterday by Zhang Zhaoruo, director of the city's 
Commission of Foreign Economic Relations and Trade, during a one-day 
seminar in Hong Kong to brief local businessmen on Tianjin's investment 
environment. Mr Zhang said the eight projects had been approved by central 
government, and six were due to be completed under the current Five-Year 
Plan, which ends in 1990. 


The projects are: 


--A steel mill capable of producing three million tons a year. 

--A thermal power plant generating between 1.2 million and 1.4 million 
kilowatts. 

--A coal exploration project with a production target of 1.5 million tons 
a year. 

--A chemical plant with a yearly capacity of 450,000 tons of ethylene. 

--A car factory designed to manufacture 300,000 vehicles a year. 

--A cement plant producing 600,000 tons a year. 

--/nm electrified railway system between Tianjin and Tanggu. 

-~A 400-meter high television broadcasting tower. 


Mr Zhang said feasibility studies for most of the projects would be 
completed this year, and tenders would be invited next year. 


Because of China's shortage of foreign exchange crunch, ali eight schemes 
will aim to use foreign capital in the form of direct investment, commercial 
loans, and soft loans from foreign governments and international financial! 


bodies. . 


Mr Zhang said Japanese businessmen had shown particular interest in the car 
plant and broadcasting tower, while European countries such as Italy, West 
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Germany, Britain, and France were also willing to offer soft loans. He 
added that Tianjin would make special arrangements to help companies 
involved in the projects balance their foreign exchange accounts. 


Most of their revenue would be in renminbi, so the city would use its own 
foreign exchange reserves to convert their earnings into hard currency if 
necessary, said Mr Zhang. 


Yesterday's seminar was hosted by Hong Kong Trade Development Council. 
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JPRS-CEA- 86-097 
22 August 1986 


FOREIGN TRADE AND INVESTMENT 


BRIEFS 


SHANGHAI BUSINESSES ABROAD--Beijing, 23 July (XINHUA)--Shanghai, China's 
leading manufacturing center, has opened 50 businesses in 20 countries 

and Hong Kong and Macao since 1981, today's PEOPLE'S DAILY reported. The 
businesses, which are either Sino-foreign joint ventures or enterprises 

with sole Shanghai investment, undertake processing, contract for engineering 
projects and offer shipping services. The paper described the bus’nesses 

as a “channel” for spurring Shanghai's exports and opening up ne foreign 
markets for the city. Foreign trade companies in Shanghai alore run 30 
factories in ten countries including Bangladesh, Canada, the Federal Republic 
of Germany, Iran, Pakistan, the United States und Thailand. Their products 
include textiles, knitwear, foodstuff, carpets, dyestuff, pharmaceuticals 

and clothing. [Text] [Beijing AINHUA in English 0640 GMT 23 Jul 86 OW] 
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JPRS-CEA-86-097 
22 August 1986 


SPECIAL ECONOM."C ZONES 


BRIEFS 


INTERNATIONAL FINANCE COMPANY ESTABLISHED--Shenzhen, 25 July (XINHUA)--The 
China International Finance Company Ltd, the first such Sino-foreign joint 
venture in China, was set up today in the Shenzhen Special Economic Zone, 
Guangdong Province. The company consists of five shareholders of the Bank 
of China Shenzhen branch, the Bank of East Asia Ltd, Nomura Securities 
Company Ltd, Security Pacific National Bank and the Sumitomo Bank Ltd, with 
registered capital of 14 million U.S. dollars shared equally. According to 
the agreement concluded here today, the company will provide the same 
services as wholesale banks and investment banks to the Shenzhen Special 
Economic Zone, Chinese departments, state-owned enterprises, Sino-foreign 
joint ventures and enterprises with sole foreign investment in China; help 
the special economic zones to develop export-oriented industries and 

offer consultancy services on the capital market within and outside China. 
The commany will promote financial activities in Shenzhen and forge business 
links bk tween Shenzhen and international financial organizations. So far, 
13 foreign benks have set up branches in the Special Econumic Zone. [Text /j 
[Beijing XINHUA in English 1504 GMT 25 Jul 86 OW) /12858 


SHENZHEN OUTPUT FIGURES RISE--Shenzhen, 26 ‘uly (XINHUA)--The industrial 
output value of the Shenzhen Special Economic Zone reached 1,446 million yuan 
(about 390 million U.S. dollars) in the first half of this year, an increase 
of 13.8 percent over *"* same period of 1985, said an official of the 
Municipal Statistics Bureau. Out of the figure, 590 million yuan (about 

$160 million) came from the output value of export, 51.7 percent higher than 
1985's Ciguce, the official said. Meanwhile, the industrial output value of 
enterprises with exclusively foreign investment, the Sino-foreign joint 
ventures and cooperative enterprises increased 17.2 percent, and that of 
those in collective-owned euterprises, 42.6 percent. Compared with same 
period of last year, the output and exports of pigs, chickens, milk, and 
aquatic and fruit products also went up. The investment in capital construc- 
tion dropped 37.7 percent in the firat half of thie year, against the same 
peried of last year, thanks to efforte to control projects with poor economic 
results. The city earned about $320 million by exports, 24.5 percent higher 
than in 1985, And the total volume of retail sales was 1,26) million yuan, 
8.) percent lower than 1985's figure as a result of control over the purchas 
ing power of government agencies, [Text] [Beijing XINHUA in Bnglieh 

1227 Ot 26 Jul 86 OM) 6/1 2858 


CUANGDONG KCONOMLC ZONK OUTPUT=-The gross taduetrial and agrteultural output 
value of Shantou epecial eqonemic sene, Guangdong Previnen, from January to 
lwae thie year reached erme 4) @illion yuan, an inerease of LIA percent over 
thw same period last pear, The (etal sseunt of experts reeerded laeceased by 
4 pereent and the aeeaunt of rewenue by 44 pereent, Summary) = | wangeheu 
Owangdeng Previnetal Service ta Mandarin 0900 OMT 1A bul 88 WE) (i281) 
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LABOR AND WAGES 


TU DEPUTY CHAIRMAN INTERVIEWED ON RENEWED UNION MOVEMENT 


AU221341 Budapest NEPSZAVA in Hungarian 19 Jul 86 pp 2, 3 


[Interview given in Beijing by Chen Bingquan, deputy chairman of the All China 
Federation of Trade Unions, to Dr Laszlo Fodor, chief editor of NEPSZAVA: 
"Studying the Hungarian experience is very important for us--interview with Chen 
Bingquan, deputy chairman of the All China Federation of Trade Unions, about the 
renewal of the trade union movement"--date not specified--first paragraph is 
paper's introduction] 


[Text] Based on an agreement between the All China Federation of Trade Unions 
and the National Council of [Hungarian] Trade Unions, a delegation of Hungarian 
journalists paid a visit to the PRC. On this occasion Dr Laszlo Fodor, chief 
editor of our paper, gave an interview in Beijing with Chen bingquan, deputy 
chairman of the All China Federation of Trade Unions, 


[Fodor] The international trade union movement has paid great attention to 
the renewal process in the Chinese trade union movement. 


Where does this renewal stand today? 


[Chen] Following the decades-long catastrophe of the Cultural Revolution, the 
activity of the Chinese trade union movement was stabilized in 1978. We had 

to start our work practically from scratch, because the political leadership 
directing the economy between 196’ and 78 had, of course, interrupted trade 
union activities. There are 80 million members in the movement's 350,000 basic 
organizations and the network covers the entire country. 


In October 1978, after destroying the "Gang of Four," we elected the leadership 
of the National Federation of Chinese Trade Unions at the llth Trade Union Con- 
gress. This body guides and leads our activities, including the work of branch 
trade unions and provincial headquarters. In recent years, our task has been 
focusin® on setting up the various trade union agencies. This has required 

hard work from all of us, because during the Cultural Revolution trade unions 
were discriminated against to such an extent that some of the working people did 
not understand why we had to reorganize the movement. Our activists had to 
work hard to make people accept this work. 
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At the time of setting up the structural framework, we began with political 
work. We knew that trade unions are important in representing the working 
masses and supporting the people's power. We turned to the roots, to the 
foundation of the PRC in 1949, when a new chapter had opened up for our trade 
unions and we were given the opportunity to create a new life for ourselves 
under the socialist system. Now, as then, our task continues to be to contrib- 
ute to the success of the revolution and of socialist construction, 


It was useful to reach back to old roots, because we were able to covrect our 
previous mistakes. These days we are not so much in favor of centrelization, 
even in trade union activities. We have realized that there is no success in 
work where the All China Federation of Trade Unions must attend to even the most 
trivial issues. 


We have also done some rethinking as regards our relationship with the party. 
This trade union accepts the party's leadership and implements the party's 
policies by using its own means, while it carries out its functions indepen- 
dently. In the fifties it was incorrect for the trade union headquarters to be 
just the mass organization department of the party. 


We have also clearly defined the relationship between the government and the 
trade unions. We have announced that trade unions respect the law, but at the 
same time they represent employees in factories and institutions and thus play 
a role in central, social, and economic processes. We broke with the old prac- 
tice of the trade unions dealing with all kinds of workers' problems but having 
no right to raise their voice in the interest of the whole working class. 


[Fodor] What results did the new economic mechanism bring to China? How does 
the trade union movement help the reform? 


[Chen] First, we introduced the reform in the agricultural sector. Instead of 
communes, we provided a system of responsibilities for peasant families. There 
are very good results. In 5 years our wheat production increased by almost 

100 million metric tons, and as a result we now have a relatively rich food 
market--including vegetables--that covers the supply to the population. Accord- 
ing to the 20 October 1984 decision of the party's Central Committee, we intro- 
duced the new economic mechanism in other branches of the national cocnomy as 

of 1 January 1985, ~ 


For cur economy, the new mechanism, wiich is in many respects similar to the 
Hungarian economic management system, means a management system and a mode of 
administration that follow market principles and the characteristics of commod- 
ity production. We have eased up on closed and rigid central management and 
opened up to the world. 


Our economic mechanism provides greater scope for factories and directovs 
alike. As a result, we expect production to become more active and more effi- 
cient. As yet, we may look back on only 1 year of experience, but we can be 
satisfied. For example production of coal and mineral oil has further in- 
creased (80 million and 124 million metric tons respectively.) [Not further 
qualified] 
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The trade union movement supports the reform with its full authority. What is 
being done in China today is in the interest of constructing the socialist 
society and perfecting our system. The trade union movement is pleased to 
support such a tendency. In addition to providing general help to the reforn, 
our basic task is to mobilize people to fulfill the goals of the new mechanisn, 
and make its advantages and opportunities popular and understood among the 
members and emplovees. 


In order to succeed in realizing the new mechanism, one of the most significant 
duties within the trade unions’ mass activity is to take care of the socialist 
working competitions in all fields. According to the development requirements 
of the national economy--by heeding the special features of industries and 
enterprises--working competitions among individuals, groups, collectives, work- 
shops, and factories are aiming at the following: to produce more and better 
quality products, to save basic materials, and to maintain safety measures. 


In the course of working competitions, the trade unions mobilize and organize 
people to learn modern technology, improve the leadership of enterprises, par- 
ticipate in work that promotes the implementation of technical innovations, tech- 
nological cooperation, and sensible proposals. We encourage people to follow 
the example of eminent workers, to learn from them, keep up with time, surpass 
their achievements, and at the same time help those who are lagging behind. The 
trade unions present examples of eminent and outstanding workers and collec- 
tives to working communities and, by analyzing and popularizing the latter's 
emthods, theyhelp to spread the best methods within enterprises. 

Another task of trade unions in promoting the new mechanism is to carry out 
significant activity in shaping the consciousness of working people. We in- 
form them about revolutionary ideas, morality, progressive traditions, and 
about Marxism-Leninism. The trade unions organize academic and technical con- 
ferecen as well as short and specialized courses to promote the Jearning of new 
technologies and to help workers improve their skilis. Last year we organized 
more than 3,600 such courses for 1,300,000 students, and there are more than 

5 million people taking part in short educational programs. 


[Fodor] How much do the Chinese workers know about the necessity of the new 
economic mechanism? 


[Chen] Let me meut*ton one example. In recent weeks, the national federation 

of our trade union carried out a survey involving 600,000 people. We asked only 
one question, namely, whether people fully identify themselves with the new 
economicmechanism. The answer was unambiguous. All 600,000 workers said yes. 


[Fodor] During my stay in China, I have learned a new expression: Workers' 
Congress. What do you think about the activity of the Workers’ Congress? 


[Chen] The Workers’ Congress is a basic form of democratic management within 
an enterprise. It is a body of power through which the blue-and white-collar 
workers participate in decisionmaking and in the supervision of leadership. 
By way of the Workers’ Congresses’ employees exercise their democratic rights 
in enterprise management. A Workers’ Congress is convened at least twice 
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annually and its members are elected directly. The Workers’ Congress is en- 
titled to examine problems relating to the production plan, financial plans, 
the balance sheet, technological innovation, and enterprise management. It 

has a right to make decisions about problems directly affecting the employees, 
such as using finances for labor-safety, welfare, and premiums, and determining 
the methods of rewards and punishments. The workers" congress has the right to 
supervise leaders in various posts, and it may elect and dismiss them as well. 


[Fodor] What kind of development is taking place in the international relations 
of the Chinese trade unions? 


[Chen] Our trade union considers it important to participate actively in the 
international trade union movement. This is one way of learning from each 
other. This is why we are increasing our efforts to expand our relations. 

We strive to achieve friendly relations with trade unions in all countries 
based on independence, equality, and mutual respect. In this respect our work 
has been successful, since we maintain realtions with the trade unions of 120 
countries. 


Among the socialist countries, we maintain official relations with trade unions 
in the DPRK, Yugoslavia, Romania, the Soviet Union, the GDR, and Hungary, but 
our aim is to settle our affairs with all socialist covntries as soon as possi- 
ble. We are planning to pay high-level visits to Bulgaria and the USSR this 
year. Since 1978, we have regularly taken part in various international pro- 
grams where we have made our voice heard on safeguarding peace in the world and 
on the fianl victory of liberating the working class. 


As far as our relations with Hungarian trade unions are concerned, I could term 
them as good. Personally, I have been in Hungary twice. I was very interested 
in studying your economic reform, the Hungarian way of constructing socialism, 
and the efforts of your trade union movement. The Hungarian endeavors toward 
reform are very similar to our goals and it is important for us to study them, 
We are pleased to send delegations to Hungary. 


[Fodor] Thank you for the discussion. 
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22 August 1980 


LABOR AND WAGES 


JINGJI GUANLI ON WAGE REFORM AT BEIJING PLANT 
HK270642 Beijing JINGJI GUANLI in Chinese No 5, 5 May 86 pp 38-40 


[Article by Beijing Switch Plant, edited by Xu Xiaojiu [1776 1420 3773]: "Com 
bine the Wage System REform With Perfection of the Economic Responsibility 
System"] 


[Text] On the basis of consolidating the enterprise and with the approval of 
organs at higher levels, our plant tried the method of hooking up the total w ges 
with the economic results and allowing the wages to float in June 1984; no ma.i- 
mum limit was set for the wages but a wage tax was imposed in accordance with 

the relevant regulations, and the lowest floating wage did not exceed 20 per- 
cent of the total wages. 


Our actual experience for over a year has proved that this method could better 
motivate the initiative of the workers, tap the potentials of the enterprise, 
and improve enterprise management, enabling the enterprise's economic results 
to grow steadily each year and increasing the profit tax submitted to the state. 
The total industrial output in 1984 and 1985 was increased by 11 percent and 
35.5 percent respectively over the preceding years’ the achieved profits in- 
creased by 31.8 percent and 38.3 percent respectively; the all-worker labor 
productivity rate increased by 13.6 percent and 34.5 percent; and the profit 
tax submitted to the state increased by 14 percent and 37 percent. In the wake 
of the growth of the economic results, the enterprise's retention of profits 
also grew by about 24 percent and 50 percent; the average income of the workers 
increased by 22 percent. 


In the initial stage of the implementation of the method of floating wages and 
hooking up wages with the economic results, we, according to the power entrusted 
to us by the state and the actual conditions of this plant, reformed the inter- 
nal distribution system of the enterprise in accordance with the phenomenon of 
"eating from the same big pot" and initially improved the wage-work relationship. 
Our practice was: 


1. Insist on Proceeding From Actual Conditions and Formulate a Wage System 
Consistent with the Characteristics of This Plant 


We held that the key to the reform of the wage system lay in rationally ascer- 
taining the difference of labor reward among various personnel inside the enter- 
prise, adhering to the principle of remuneration according to labor and 
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integrating the wage growth of the workers, the results of their labor, and the 
economic results of the enterprise. Therefore, our plant adopted the wage form 
of a structural system in which graded wage took precedence. The wages of the 
workers were composed of graded wage, duty (post) wage, annual merit wage, and 
bonue. The graded wage is implemented in accordance with the new wage standard 
promulgated by the Ministry of Labor and Personal. Duty wage is the remunera- 
tion assessed in accordance with the degree of technical difficulty, the degree 
of responsibility, and the degree of labor intensity involved in the post and 
the conditions of work. The annual merit wage is the portion of wage exceeding 
the wage limit of the graded wage (about 2 to 3 yuan at present) in order to 
stimulate the enthusiasm of the workers. Bonus is the reward for work done in 
excess of the monthly quota. The general design of this distribution reform of 
wage is different from both the simple technical grade wage system and the gen- 
eral structural wage system. It has the following characteristics: 


(1) The graded wage is both the yardstick for labor remuneration and for re- 
flecting the professional and technical standard of the workers. Thus, the 
wage scale is commensurate with the technical scale and facilitates assessment 
and management. 


(2) It copes with the demand of production of multiple varieties in small 
quantities, shift work, different posts on the production liue, and great 
[word indistinct]. 


(3) The "continuous sequence" of the wage standard of workers and cadres helps 
eliminate the wage difference between the workers and cadres of the enterprise 

and facilitates the readjustment of wages of cadres and the progress of the re- 
form of the system of personnel management and labor organization management. 





(4) It is conducive to breaking the “iron rice bowl." As stipulated in our 
plant's "duty wage management method," the duty wage is strictly assessed 

every month in accordance with the PQC economic responsibility system. For 
individual workers or units in charge whose PQC points are below 100 in a month, 
their duty wage will be reduced accordingly or cancelled. "Under whatever cir- 
cumstances, the duty wage of a worker who is not presently performing the duty 
will be cancelled with effect from the day he ceases to perform the duty." 

Thts abolishes the "life tenure" system of duty wage and more effectively 
achieves the principle of integrating duty, rights, and privileges. 


(5) The annual merit wage solves the "plateau" problem when the graded wage 
reaches the maximum. Only a small amount of money is needed to reflect wage 
differences, and this is thus conducive to motivating the initiative of the 
old workers. 


2. Strict Assessment on the Basis of the Economic Responsibility System; Pro- 
motion and Wage Increase in Accordance with Data 


We understand from actual practice that assessment is the basis of distribution. 
To smash equalitarianism and achieve rational distribution, we must have a com- 
plete set of concise and coordinated system and methods of assessment and 
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management. Among this, the establishment of the PQCMPT economic responsibil- 
ity system, which is characterized by the integration of duty, rights, and 
privileges, contering on duty, is one of the more effective methods. 


The PQCMPT economic responsibility system consists of the following factors: 

P represents the production output or work output and is calculated in percen- 
tage; Q represents the quality of products or work and is overruling index cal- 
culated as a coefficient; C is the basis of management for efficiency, results, 
and returns and is also an overruling index calculated as a coefficient, M rep- 
resents the establishment; and PT represents the coefficient of departments or 
posts and is calculated in accordance with the working conditions, degree of 
labor intensity, degree of technical difficulty, and the risk of work. Assess- 
ment is made every month in accordance with the department (workshop or office) 
or the post economic responsibility system; the product of PQC represents the 
standard of acheivement of each department of each work. This assessment method 
is botn clear and specific and is able to reflect quality and management, im- 
plementing the principle of integrating duty, rights, and privileges. Based on 
the product of PQC, we adopt the method of two-grade assessment. This means 
that the plant assesses the workshop and office in accordance with the post 
economic responsibility system. The product of PQCMPT each month is taken as 
the basis for calculating the monthly bonus for the departments or workers, and 
the annual PQC product is taken as the basis for calculating the prospect of 
promotion of the departments and individuals. These data will be *aken into 
consideration when considering promotion, and mass evaluation will rot be used. 
For instance, in 1985 and in the course of wage reform inside our enterprise, 

5 percent of the workers were given a wage rise of one and a half grade; 65%5 
percent were given a wage rise of one grade, 12.9 percent were given a wage 
rise of half a grade; and 16.6 percent were not given any wage rise at all. 
Since we used the assessment as the basis, it took only 3 weeks between the 
formulation of the promotion methods through discussions with the workers and 
the workers getting the money. The workers said that this method saved time 

on the part of the management and they were happy to comply. 


3. Focus on Implementing the Principle of Remuneration According to Labor, 
Stress Contribution, and Appropriately Expand the [word indistinct] 


In order to seriously implement the principle of remuneration according to 
labor and do a good job in internal distribution, we have done the following 
specific work: . 
(1) Wages of middle-aged and young workers who have made contributions and 
whose wages were incommensurate with their duty were given a raise of half a 
grade. Middle-aged and young workers, technical personnel, and management 
personnel who joined our plant before 1970 were generally doing well in their 
job but their wages tended to be low. We have classified them as Category A 
personnel, Junior technical personnel who obtained the first place in the 
subject concerned in the general examination are also classified as Category A 
personnel. Preferential treatment is given to Category A personnel in wage 
readjustment: A raise of half a grade is given to those who meet the require- 
ments for promotion. 
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(2) Different wage grades and promotion scales have been formulated for differ- 
ent types of work and posts in accordance with the degree of technical diffi- 
culty, the extent of responsibility, and the degree of labor intensity. A 
system of limited promotion is adopted for relatively simple posts that involve 
no heavy work; promotion prospects for workers engaged in more heavy work such 
as packaging, sand blasting, and the like are much greater. Rational remunera- 
tion makes it possible to assign personnel to posts according to production 
needs and to effectively control the ratio of various types of personnel. 


(3) The method of floating wage is adopted, changing the mode of wage manage- 
ment from a static one to a dynamic one. We trial-implemented the method of 
floating wages in August 1984, taking 20 percent of the average per capita wage 
as the floating wage, that means, 12 yuan was deducted from the basic wage of 
each worker every month to float. We carried out another readjustment in 1985, 
Different extents were set for the portion of floating wage: For leading cadres 
at and above the medium level, 20 percent of the individual's wage (about 20 to 
30 yuan) was taken as the minimum floating amount; for workers whose basic 

wages were below 52 yuan, the minimum floating amount remained 12 yuan; for 
workers whose basic wages were above 52 yuan, the minimum floating amount was 

18 yuan. Different assessment criteria for cadres at plant level, medium level, 
and general level, production workers, support workers, and services personnel 
were formulated, and they would be strictly assessed every month, 


(4) We have hooked up the workers’ income with the economic results of the 
enterprise. The implementation of floating wages enabled us to hook up the 
floating economic results of the whole plant and the floating economic income 
of the workers. At the end of last year, we formulated the “Beijing Switch 
Plant general use management method," and have used specific figures to stipu- 
late the relationship between the plant's economic results and the workers’ 
economic income, For instance, it was stipulated that if the achieved profits 
in 1986 failed to reach the standard in 1984 and 1983, for every 1 percent down, 
all wage revisions made in 1985 would be cancelled, and in addition, the 1984 
revised wage of all workers would be deducted by 1 percent, medium-level cadres 
by 2 percent, and plant level cadres by 3 percent. 


(5) We have made amendments and improved the encouragement schemes and have 
further confirmed the quota responsibility management responsibility, work 
standard, and assessment criteria for various departments. 


4. Do a Good Job of Ideological and Political Work, Promote Democratic Manage- 
ment, Give Full Play to the Workers’ Spirit of Being the Masters, and Enhance 
Their Sense of Responsibility 


The reform of the distribution system of the enterprise is a tough task which 
requires a high sense of policy and mass support. In order to bring about 
smooth implementation, we have attached primary importance to ideological and 
political work, which penetrated throughout the entire course of reform, Our 
plant's wage reform proposal and other specific management methods were put 
forth for discussion at the workers’ congresses. Promotion of leading cadres 
at and above medium level were discussed and approved by the presidium of the 
workers’ congress. Thus, we have given better play to the workers’ role of 
being the masters. 
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22 August 1986 


LABOR AND WAGES 


GANSU RADIO CRITICIZES ONE-SIDED VIEW OF TRADE UNION WORK 


HK240325 Lanzhou Gansu Provincial Service in Mandarin 2200 GMT 23 Jul 86 


{"Chat for Everybody" by [Zhu Guangyuan): "Trade Union Work Is Not Just a 
Matter of Playing Musical instruemnts and Singing"] 


[Excerpts] I often hear people say that trade union work means nothing more 
than playing musical instruments, singing, playing ball games, and taking photo- 
graphs, meaning that the task of trade union work is just to organize cultural 
and sports activities. This is a onesided understanding of trade union work, 
The trade union is a mass organization under party leadership; it represents 

the interests of the working class and does things for them. It is a link 
between the party and the worker masses and is also a school in which the 
workers learn about communism, 


The tasks of the trade unions have become still heavier since entering the new 
period of building the four modernizations, as the party's work focus has shitted. 
Caring for the workers’ daily life and organizing cultural and sports activi- 
ties for them represent only one aspect of trade union work. A still more 
important task is to organize the workers to take part in economic structural 
reform and in democratically managing the enterprises, organizing them to ob- 
serve production safety, supervising prices, stepping up ideological and politi- 
cal work, and organizing the workers to learn culture and technology. 


The trade union cadres at all levels must eliminate onesided views of trade 
union work, strengthen the building of the unions themselves, and let the 
unions play a still greater role in building the unions themselves, and let 
the unions play a still greater role in buildire the two civilizations. 
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